KF 
26 
L27 
1991e 



Cornell University 
Library 



The original of tiiis book is in 
the Cornell University Library. 

There are no known copyright restrictions in 
the United States on the use of the text. 



http://www.archive.org/cletails/cu31924072873833 



3 1924 072 873 833 



COMMITTEE ON LABOR AND HUMAN RESOURCES 

EDWAHD M. KENNEDY, Massachusetts, Chairman 
CLAffiORNE PELL, Rhode Island ORRIN G. HATCH, Utah 

HOWARD M. METZENBAUM, Ohio NANCY LANDON KASSEBAUM, Kansas 

CHRISTOPHER J. DODD, Connecticut JAMES M. JEFFORDS, Vermont 

PAUL SIMON, Illinois DAN COATS, Indiana 

TOM HARKIN, Iowa STROM THURMOND, South Carolina 

BROCK Adams, Washington DAVE DURENBERGER, Minnesota 

BARBARA A. MIKULSKI, Maryland THAD COCHRAN, Mississippi 

JEFF BINGAMAN, New Mexico 
PAUL D. WELLSTONE, Minnesota 

Nick Liitlefield, Staff Director and Chief Counsel 
Kristine a. Ivehson, Minority Staff Director 

(ID 



CONTENTS 



STATEMENTS 
THURSDAY, JANUARY 10, 1991 

Page 
Kennedy, Hon. Edward M., a U.S. Senator from the State of Massachusetts, 

prepared statement 2 

Mitchell, Hon. George, a U.S. Senator from the State of Maine, prepared 

statement 4 

Gephardt, Hon. Richard A., a Representative in Congress from the State of 

Missouri 6 

Prepared statement 10 

Tilghman, Steve, Birmingham, AL; Sharon Burton, Abingdon, MD, and Edith 

Parekh, Chehnsford, MA 15 

Adams, Hon. Brock, a U.S. Senator from the State of Washington, prepared 

statement 26 

Thornton, Martha L., senior vice president, human resources, Ameritech, 
Chicago, IL; Gail Shearer, manager, policy analysis, Consumers Union, 
Washington, DC; Dr. Alan R. Nelson, immediate past president, American 
Medical Association, Salt Lake City, UT; and Lena Archuleta, member, 

board of directors, American Association of Retired Persons, Denver, CO 28 

Prepared statements of: 

Ms. Thornton 31 

Ms. Shearer (with attachments) 37 

Dr. Nelson (with attachments) 76 

Ms. Archuleta 97 

Mikulski, Hon. Barbara A., a U.S. Senator from the State of Maryland, 

prepared statement 115 

Bingaman, Hon. Jeff, a U.S. Senator from the State of New Mexico, prepared 

statement ^ 116 

Howard, R. B., senior vice president, BellSouth, prepared statement 118 

Smedley, Lawrence T., executive director. National Council of Senior Citizens, 
prepared statement 120 

(III) 



THE HEALTH CARE CRISIS AND THE AMERICAN 

FAMILY 



THURSDAY, JANUARY 10, 1991 

U.S. Senate, 
Committee on Labor and Human Resources, 

Washington, DC. 
The committee met, pursuant to notice, at 9:05 a.m., in room SD- 
430, Dirksen Senate Office Building, Senator Edward M. Kennedy 
(chairman of the committee) presiding. 

Present: Senators Kennedy, Pell, Simon, Adams, Wellstone, and 
Durenberger. 

Opening Statement of Senator Kennedy 

The Chairman. The committee will come to order. 

As the record will show, these are extremely important and chal- 
lenging times for the leadership of both the Senate of the United 
States as well as the House of Representatives. 

We had invited the Majority Leader Senator Mitchell, who had 
every intention of joining with us since he has made the whole 
issue of health care a top priority as a member of the Finance 
Committee and also as our Majority Leader. He has a statement 
which we will include in the record— Chris Williams, his chief 
health advisor, has joined us at this hearing, and we very much ap- 
preciate her presence — but we will include Senator Mitchell's state- 
ment after the opening statements of the members of the commit- 
tee. 

Momentarily we expect Congressman Gephardt, who has had a 
long and continuing interest in health care policy. This has been 
one of the very important areas of public policy that he has spent a 
good deal of time on and is remarkably well-informed about and 
has testified on a number of occasions before our committee in 
terms of the details of the policy. 

Congressman Gephardt and I have worked together in the past 
on these issues, and I will say a brief word when he arrives. 

Today is a continuation of our committee hearings to try and 
look over the basic domestic agenda. These are overview hearings, 
and we are very hopeful that the remainder of our legislative prior- 
ities will take into consideration the really superb testimony that 
we had during the earlier hearings dealing with the impact on the 
average family of this recession and the fact that we have enor- 
mous focus and attention, as we should, in terms of the 400,000 
American troops that are in the Gulf But as I mentioned at the 
opening of the hearings, we do not think it is appropriate that the 
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parents of those who are in the Gulf are writing to their (AK) loved 
ones from unemployment lines across this country. And as we are 
prepared to spend the billions of dollars which may very well be 
necessary hope will not be necessary— in an armed conflict, or even 
the billions of dollars which are necessary to maintain our current 
military posture in the Gulf, to restore the Emil of Kuwait, we 
have to think about the adverse financial impact on millions ot 
American families who are either out of work increasingly in an 
economy that does not respond to their talents or their needs, and 
who are stretching their families not only from an economic point 
of view but from a human point of view of very significant dimen- 
sions. 

One of the areas of expenditure that is just devastating to aver- 
age working families, let alone those who are not working and do 
not have any kind of coverage, and those who are working and 
don't have any coverage, as well as those who are working, have 
some coverage but don't have adequate coverage, is the explosion of 
health care costs and the inadequacy of our response. 

I am very hopeful that this will be the health insurance Con- 
gress. It is a top priority of mine and has been for 23 or 24 years, 
and as I have said it has been an issue which I have taught round 
and taught flat. I am not very much interested in what is on the 
next 386 pages as long as we have a comprehensive program that 
will eventually be universal and of high quality, at a Price that the 
average family can afford to pay. 

[The prepared statement of Senator Kennedy follows:] 

Prepared Statement of Senator Kennedy 

Today is the third in the series of hearings by the committee on 
the domestic challenges the Nation faces. The subject this morning 
is health care. 

More and more, access to affordable health care is as serious a 
problem for middle class families as for low-income citizens. 

We start with the almost unbelievable fact that in this rich land- 
of 250 million Americans, 37 million of our fellow citizens, includ- 
ing 24 million working men and women and their dependents, have 
no health insurance at all. 

An additional 26 million Americans will have no insurance for 
substantial periods of time this year, often as long as 6 or 7 
months. And there are 60 million more Americans who have insur- 
ance, but whose insurance is so poor that even the Reagan adminis- 
tration said it was inadequate. 

Those who are adequately insured today are only one missed 
heart-beat away from losing their coverage — one management cost- 
cutting decision away — one pink unemployment slip away in this 
recession — from joining the ranks of the uninsured. Virtually all 
Americans are at risk — but it is low-and middle-income families 
who are most at risk. 

Every year millions of citizens are turned down for needed 
health care or do not even seek it because they cannot afford it. 
Four out of every 10 hospital admissions in Washington, DC could 
be avoided if patients had obtained timely medical care when their 



symptoms first began, Four out of 10 American children do not 
even get basic childhood immunizations against disease. 

Americans are also paying more and more for the health care 
they are able to obtain — and getting less and less value for the 
dollar. We spend more on Health care than any other country— 40 
percent more per person than Canada, 90 percent more than Ger- 
many, and twice as much as Japan. 

In the 1980's the average annual increase in the consumer Price 
index was 4.7 percent — but the increase for health care was 10.4 
percent, more than twice as high. Since annual earnings by work- 
ers increased only 4 percent a year, a larger and larger slice of the 
family budget is going for health care every year. 

We spend $700 a day for a hospital bed, when more appropriate 
care could be provided in a nursing home for $70 a day. 

We dump people into nursing homes for $25,000 a year, when we 
could enable them to live in their own homes for $5,000 a year. 

In sum, we have a competitive health care system today, in 
which the best of health care and the worst of health care are com- 
peting side by sideband the worst is winning. I regard that as a na- 
tional disgrace. 

The system is bemkrupt, and its consequences are literally bank- 
rupting many American families, and plaguing every other family. 
If an FDIC could take over our failing health care system tomor- 
row, 250 million Americans would say, "Amen." 

Today's hearing focuses on this crisis and the need for action. 
Now is the time and this is the Congress to deal with the two great 
needs of Americans health care — insurance for all Americans, and 
long-term care for the elderly and disabled. Few issues are more 
important or more urgent for working families across the Nation. I 
intend to do all I can to see that congress meets its responsibility. 

For a very brief comment, I recognize Senator Simon and very 
briefly Senator Wellstone, because the Leader has to be out of here 
in about 20 minutes. 

Opening Statement op Senator^Simon Cd-"-") 

Senator Simon. Just very briefly, one area we could move on 
quickly — and I recognize that comprehensive care is not going to be 
in the immediate future, although I favor it— but long-term care, 
we ought to be able to move on. And it is interesting that in the 
last election I suggested a half-percent increase in Social Security 
taxes to fund it on a pay-as-you-go basis, and I ran into very little 
opposition to that. I think the American people are ready for it. 

Then let me tell you about two people. I had a town meeting in 
Rolling Meadows, IL, a Chicago suburb that Congressman Gep- 
hardt may be familiar with. A woman got up and said, "I had 
cancer. As far as I know I am rid of it. My insurance has gone up 
to $1,400 a month, and the insurance company has reserved the 
right to cancel it or raise it on 30 days' notice. And I can't get in- 
surance anjT)lace else." 

How many families can afford $1,400 a month health insurance? 

Then, in a little town outside of Peoria, we had a meeting, and 
health care came up, and afterward a man named Jack Liven Good 
came up to me and said, "I had a lung problem. My physician told 



me I had to have a lung transplant or I would die I checked, and 
my insurance didn't cover it, and they said it would cost !^12U,UUU 
And he said, "That was just beyond anything we could dream ot. 
What I did was to move to Canada long enough to estabhsh eligibil- 
ity, and I got the lung transplant. As you can see, I am m good 
health. They send me my medicine once a month. I pay $9 a month 
for it; would cost me $200 a month here." 

Something is wrong when an American citizen in order to save 
his life has to move to Canada. We can do better. 

Thank you, Mr. Chairman. 

The Chairman. Thank you. 

Senator Wellstone. 

Opening Statement of Senator Wellstone 

Senator Wellstone. I'll be very brief. . 

Thank you. Congressman Gephardt, for being here today. It is 
good to see you. 

Mr. Chairman, I am here for almost very personal reasons. Such 
a somber time — we are now about to have the debate on the Gulf^ 
but this is the war I really want to fight, the war against men and 
women in our country not being able to afford health care, not 
having access to dignified and humane health care. That is why I 
am here today. 

The Chairman. Thank you very much, Senator Wellstone. 

[The prepared statement of Senator Mitchell follows:] 

Prepared Statement of Senator Mitchell 

I appreciate this opportunity to join with Chairman Kennedy and Majority 
Leader Gephardt to voice my concern about the existing health care system in this 
country and to express my commitment to improve that system. 

Access to eiffordable, quality health care should be a right for all Americans. As 
we know, all Americans do not have access to such care. 

The American health care system is the best in the world. For most of this centu- 
ry, many of us accepted that statement as a simple reflection of fact. 

Those who disagree with this statement point immediately to the Canadian 
system of health coverage, or one of the Western European systems. They ask, if our 
system is so great, why don't we rank first in the world in infant mortality rates, or 
some other measure of well being? 

The answer is well know. 

We h^ve the best health care technology in the world, but we have not yet 
worked out how to make it reach every one of our citizens. 

That is the challenge today, as it has been throughout our history. Today the 
shape of that challenge has been changed by two factors: cost and demographics. 

Thirty-seven million Americans today have no health insurance coverage of any 
kind, generally because they can't afford the premiums. Two-thirds of them are 
working people and their dependents — people whose jobs do not provide what was 
once considered a routine benefit, heeilth insurance. 

One-third of those vidthout health insurance coverage are children. Children are 
more prone to accidents, more vulnerable to illnesses and to environmental stress. If 
we ignore the health care of our children now, it will cost us more to deal with the 
effects later. 

Clearly, the Nation needs the support and commitment of both the Congress and 
the Administration if we are to reduce our shameful infant mortality rate — which is 
now higher than in 19 other nations including Singapore and 'East Gfermany. 

While our children face an uncertain future — the Nation is, at the same time, 
faced wdth the most dramatic demographic change in our history. 

At the turn of the century, one in 25 Americans was over the age of 65. Today one 
in eight Americans has reached that age. The feistest growing group in our Nation 
in percentage terms is the over-age 85 group. 



Fortunately, medical advances have enabled us to live longer and ADLpt to great- 
er levels of disability during our lifetime. But it is also a well-documented fact that 
the largest portion of health care is consumed during the closing years of life. So the 
implications for the Americsm health care system are clear: A greater demand than 
ever before for acute and chronic care. 

The twin chfdlenges of a substantial uninsured population and a growing elderly 
population confront a health care system that is not prepared to meet the challenge 
of providing access to care for all who need services. 

Hospitals and other public health facilities have been providing treatment to the 
indigent on an ad hoc basis, necessarily shifting costs to those who can and do pay. 

It is not enough that we find a way to add those who are uninsured to the exist- 
ing health care system. We must make fundamental reform in that system, includ- 
ing effective cost containment efforts and insurance market reform. 

I believe it is critical that the States and the Federal Government work together 
to find a way to provide affordable care for all of our citizens. 

Health policy in the United States for the past decade has been driven primarily 
by cost considerations. Whether we look at the efforts of the Reagan administration 
to cut such programs as child immunization, or at more recent efforts to control 
medical cost inflation overall, the driving force has been costs. 

Bust cost cutting alone does not constitute health policy. We as a nation need to 
make explicit decisions about what we want to pay for. If, as a society we want to 
assure access to basic health care services for all of our citizens, we must decide how 
much we are willing to spend and where those dollars will come from. 

We must decide if we are willing to provide a meaningful long-term care benefit 
for elderly and disabled Americans — and if so what will be the limitations on those 
benefits and how will the burden be shared between government and private 
mayors? 

Consumers too, must play a part. We all like to hear the latest medical news — the 
newest drug — the most recent mediced breakthrough to improve our lives. But con- 
sumer demand is part of the cost problem too. We must moderate our demand on 
the health care system and at the same time take more individual responsibility for 
a healthy life style. 

On a societal level, we must decide whether an investment in preventive health 
care now will save money in the future. I believe that we must invest in prenatal 
care and childhood immunizations. We must commit ourselves to clean air and 
water. These are examples of investments in the health and betterment of our 
Nation. But choices like these mean placing a value on competing interests for 
public expenditures. 

In addition to making difficult tradeoffs, we must assure that each dollar spent 
gives us its best return. I believe that we can get more value for the over $500 bil- 
Bon we spend each year on health care. Last year both Senator Kennedy and I spon- 
sored legislation to fund research into the eifectiveness of medicsd treatments. It is 
estimate! that between 10 to 30 percent of treatment for illnesses provided by physi- 
cians is either unnecessary or ineffective. 

I hope that the new Agency for Health Care Policy and Research, established 
through effectiveness legislation will improve the quality of care wWle reducing un- 
necessary costs. 

Many of the States have been innovators in health care reform. Congress should 
look to the States to determine whether some of those innovative programs might 
be appropriately expanded on a national level. 

But, at the same time, the Federal Government cannot, and should not, expect 
the States alone to be responsible for health care reform. Congress and the Adminis- 
tration must provide leadership in insurance reform, cost containment strategies 
and expanded coverage for the poor and elderly for both the public and private sec- 
tors of the health care system. 

Developing and financing such reform will be difficult. Our recent experience 
with the Catastrophic legislation has illustrated just how difficult it will be to devel- 
op and finance expanded health care benefits. 

We must also work with the Health Insurance industry to encourage improve- 
ments in access to insurance for all working Americans, regardless of health status 
or occupation. It is encouraging to see that the insurance industry is responding to 
the crisis in access to health care with its own proposals. That is a good start. 

And, in spite of our experience with the Catastrophic legislation, we must contin- 
ue to work toward a viable long-term care policy which will provide care to the el- 
derly based on their health care needs, rather than which services are reimbursable. 

TTie elderly whose families cannot care for them privately have spent themselves 
into poverty and now consume, for long-term care needs, almost half of the Nation's 



total Medicaid budget-ironically, the very program that was intended to help 
extend care to the poor. . , , ;t.„„tf „^ii 

I do not suggest that the provision of long-term care coverage, m Mid ot itselt, will 
solve all of the problems of the unmsured. But clearly, Medicaid-the program that 
was established to help the least advantaged in our country— is disproportionately 
spending its resources on long-term care for the elderly. Thus one unmet need has, 
inadvertently but inexorably, helped worsen another. , , ., , ..., ^ 

The interaction of these problems, of working persons and children without cover- 
age and elderly persons without coverage for the most costly form ot care, illus- 
trates the kind of dilemma that a society faces when there is no long-range public 
oolicv. 

The Congress must begin to focus on comprehensive reform of the health care 
system. Each year the Congress is faced with recommendations for deep cuts m the 
Medicare program and a growing demand for Medicaid coverage for the poor. We 
must look beyond the immediate crisis of budget cuts in health care programs 
toward restructuring our health care system in a way which will provide services to 
all who need them while controlling the rapidly escalating costs of health care. 

We must give time and thought to the long-term policy goals that we want to see 
for American health. We should pay attention to the population that will be paying 
for health care in 30 or 40 years' time. If we do not, we risk seeing our health poli- 
cies lurch from emergency to crisis, decade after decade, while the best health care 
system in the world fails to reach every one of the people for whose benefit it was 
developed. That's a result we must work together to avoid. 

These will be difficult challenges in the light of the overwhelming budget deficit. 
However, we must continue to look for solutions failure to do so could result in the 
ultimate collapse of this Nation's health care system. 

The solution to these problems are among my highest priorities this year. 

The Chairman. As I mentioned earlier, Congressman Gephardt, 
we had the good opportunity to cosponsor legislation in 1984, 1985, 
and we have benefited from your testimony in the past and are de- 
lighted to have you here this morning. We know you are under a 
time bind, but we appreciate your being here. You are certainly 
one of the most thoughtful leaders on this whole health care issue. 
We know it is a high priority of yours and hopefully the Congress'. 

We look forward to what you have to say. 

STATEMENT OF HON. RICHARD A. GEPHARDT, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF MISSOURI 

Mr. Gephardt. Thank you very much. Senator Kennedy. 

I appreciate very much the opportunity to be before this distin- 
guished committee. I do recall with you the time we worked on 
health care legislation in 1984 and 1985 and continue to believe 
that if we had been able to pass that legislation the health care 
system would be working better today than it is. I enjoyed very 
much that opportunity and look forward to working with you in 
the days ahead as we fashion a new health care policy for America. 

Senator Simon, it is always good to be with you. I welcome the 
opportunity to have this discussion today. 

Senator Wellstone, it is a great honor to be here with you today, 
and I agree with you that the war that we need to be fighting is 
this one because it is on the minds, as Senator Simon said, of all of 
our constituents. Every meeting that I go to, health care is the 
number one question that gets asked with great concern by my 
constituents. 

I want to commend your committee for its leadership on this 
issue. I think this is an issue that is easily put aside even though it 
commands the interest of our constituents because it is such a com- 
plicated and difficult issue to deal with. 



But no one saw the crisis that we have in health care coming 
sooner than you did, Senator Kennedy, nor has anyone worked 
harder to address it. I know that you and your colleagues on the 
committee will continue to work with us in the House in the devel- 
opment of a long-needed health care policy for America. 

I think as we move into the 1990s, we are faced with a troubling 
paradox. We have the best health care in the world for some. I was 
interested in your story. Senator Simon. I have heard other stories 
where Canadians who can't get something they want, and they 
have the money to afford it, come to the United States. I guess we 
have the odd circumstance where some in one country can't get 
something, and they are coming here; and we've got a lot of citi- 
zens who have no health care at all and so, like your constituent, 
they have to go somewhere else. It seems to me we ought to be able 
to figure out how to make it work for all Americans. 

So it is a good health care system for some, but as we know, pro- 
viders are increasingly struggling to deliver it; too few people have 
access to it, and those who do are increasingly anxious about its 
cost. 

I think you know the problems. There are 37 million people who 
have no health care insurance at all; almost as many who are un- 
derinsured. I talk to constituents almost every week who think 
they have health insurance, and it turns out that it doesn't cover 
the problems they happen to have. Health care costs continue to 
outface inflation, and I don't need to give you the facts on that, but 
ever since I have been in the Congress, now 14 years, we have no- 
ticed that health care inflation has been higher than the rate of 
normal inflation. It has come down a little bit, but the truth is it is 
still outfacing inflation by at least double, and in some years it was 
up three and four times the rate of inflation, which obviously leads 
you to understand that something extraordinary is happening. 

Health insurance premiums are soaring, and malpractice premi- 
ums are skyrocketing. Hospitals are closing. Many in my district 
have closed and are in the process of closing. And doctors and 
nurses are leaving the practice of medicine. 

There is unhappiness almost anjrwhere you look in the system. 
And we have an aging population with ever-growing health care 
needs, rapid and expensive technological changes. And we have a 
shrinking and unreliable Federal contribution to health care. 

We must now acknowledge that these problems are exacting an 
unacceptable toll on our people and on our economy. Older Ameri- 
cans live in constant fear of the crippling costs of a chronic illness 
or a nursing home stay. Working Americans worry about the 
impact on their family budgets of increases in health care insur- 
ance premiums that they cannot control, and (AK) mothers living 
in poverty agonize over their inability to get help for their sick 
children. 

Doctors, nurses and other health care professionals and parapro- 
fessionals struggle with frustration over the magnitude of human 
need and suffering that they are unable to assuage. 

We can be grateful that with all of the problems and frustra- 
tions, we still have thousands of caring individuals who deliver 
truly wonderful care. 
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Sometimes we too easily understand all the problems in the 
system, and we fail to recognize that there are thousands of indi- 
viduals, doctors, nurses, paraprofessionals who work in the tield, 
many of whom work at low wages, and do a very wonderful job tor 
our people; really care about the health care of our people. 

Back in 1972 my son was critically ill and considered to be termi- 
nal at the time, in a children's hospital in St. Louis. He was 
brought through that difficult period and is alive today primarily 
because of the caring attitude of individual nurses and doctors in 
that institution. I doubt that they could ever have been paid for 
what they did for us. I know that experience has been felt by mil- 
lions of Americans. 

So as we criticize and talk about the problems in the system, we 
have got to remember the heroic job that is being dl day-by-day by 
thousands of people who work in the system. But I think their jobs 
are harder than they should be. And business leaders who pay a 
heavy Price, both direct and indirect, for increases in health care 
costs are at a disadvantage with their competitors in other coun- 
tries whose costs are lower. 

I am concerned that our economy is suffering from a drain of 
corporate resources pouring into hesdth care coverage and from the 
loss of productivity that results when people cannot afford to seek 
medic£d care when they need it. 

We have kind of assumed, I think, in this country that because 
37 million people or 40 million people don't have health care, don't 
have health care coverage, that somehow we are saving money. I 
know no one wants to do that, but the assumption has been that 
we can't afford to cover these people; we can't afford it — as if they 
are not getting sick today, as if they are not showing up in emer- 
gency rooms and getting inefficient care, and that care is not being 
paid for by putting it on the premiums of people who have insur- 
ance. 

It has amazed me when people have said you can't afford to 
cover the 37 million Americans. Can't afford — we are doing it now. 
We are just doing it inefficiently. We are doing it by adding the ' 
costs to the health care premiums of the people who have insur- 
ance. So it is not a sensible system. 

I am equally concerned about the human costs, the drain on our 
people's health and peace of mind. Let me tell you about a letter 
that I received from one of my constituents in Fetus, MO. She 
wrote me about her parents. Her father had lost his job of 25 years. 
His COBRA-mandated coverage was about to expire, she said, and 
the only coverage her parents had been able to find would cost 
them $1,000 a month. 

She said, "My dad is 56, and he can't find another job. How are 
they going to afford those premiums? Either way, my parents are 
going to lose everjrthing they have worked for in 37 years of mar- 
riage. That is not fair." 

We agree; it is not fair. Nor is it necessary. We can do better, as 
Senator Simon said, and it is time to start. The American people 
want action, and they believe that health care reform is an area in 
which the Federal Government bears primary responsibility; I be- 
lieve that. 



The House leadership agrees, and I know you agree, Mr. chair- 
man, and I beheve the members of the committee who are here 
agree. 

During the Reagan years, Congress engaged in an annual battle 
with an administration determined to curtail drastically the Feder- 
al contribution to the availability of health care to our people. We 
succeeded in reducing the cuts, and in some instances were able to 
achieve some modest expansions in access to care, especially for 
pregnant women and children. But as the Reagan era drew to a 
close, we all know that a real national health care crisis was upon 
us. 

Unfortunately President Bush, despite his inaugural plea for a 
"kinder and gentler Nation", has followed his predecessor's budget 
priorities and allowed his administration to remain suspended for 2 
years in a State of inaction and apparent indifference to the health 
care crisis that threatens our people. The Bush Administration 
seems to have missed the simple truth that my constituent from 
Fetus saw when she said, "We are entitled to l&ie, liberty and the 
pursuit of happiness" — her words in her letter. "But how can we 
achieve those when much of our hard-earned money goes for medi- 
cal insurance or we face death because we cannot afford needed 
treatment?" 

Mr. Chairman, it is time for Congress to take the lead in enact- 
ing health care reform. The reforms must be major and I think na- 
tional in scope. Their goal must be to ensure access to quality, af- 
fordable health care for all Americans. 

I believe that in addition to basic health care for all, we must 
begin to address the needs of older Americans for long-term care, 
particularly home- and community-based care. 

I was at a meeting of seniors in my district at holiday time. I 
talked with each group, and they all talked about the home-based 
care that is given by some of the senior centers in my district. But 
about half of them don't have it. So the only alternative in many 
cases is to go to the nursing home, which is the most costly way of 
dealing with the problem. 

We must also do a better job of ensuring that we spend our dol- 
lars well. Providers should be encouraged and enabled to provide 
care in the most efficient and effective manner possible. A better 
understanding of medical treatments and their outcomes would 
enable providers and consumers to make better choices. And I hope 
that the Federal Government will play a larger role in gathering 
and disseminating this information. 

There are many policy decisions, both large and small, that 
remain to be made before we can pass health care reform of a 
scope that our people await. But let us understand that we can 
make the commitment to universal access to necessary health care 
now, before we make choices about the changes we need to make 
and the kind of system or systems we want to put in place to 
achieve the goal. 

I personally think it would be best to build on what we have, 
rather than starting anew with an entirely changed and different 
system. It would be noted, for example, that the efforts of Congress 
over the past eight or 10 years in the area of cost containment I 
think have begun to show some results. Let us not throw that 
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progress eiside. Clearly, more can be done, but Ergs have slowed the 
growth of hospital costs to Medicare— they may be shifting it now 
to the private sector, but it has cut the costs to Medicare — and our 
recent physician pajmient reforms were carefully devised and 
promise to do the same for physician costs. 

I think we have got to use this experience, not throw it away, in 
both the public and private sectors, as we develop a new national 
strategy to ensure access to health care for all Americans. 

There are of course those who would disagree and want to throw 
the whole system out and start anew. I welcome a debate on their 
views and on the options that are before us. 

The important point now is that it is time for Congress to make 
a commitment to ensuring universal access to necessary and appro- 
priate health care. It will not be easy to convince our colleagues to 
pass it. It will not be simple to get a consensus in the country 
behind it. But I think it is the necessary next step to solving our 
health care problems. 

I think the United States House of Representatives is ready to 
make that commitment; I hope that it is. The House Democratic 
Leadership has begun meeting with Representatives Stark and 
Waxman and others who exercise a leadership role in the House on 
health care issues. Within the next few weeks, the Speaker will an- 
nounce that health care legislation will be our highest priority of 
our agenda for the 102nd Congress. And I expect that we will begin 
work in earnest on major health care legislation in the first weeks 
of this Congress. 

I think that promoting and preserving the health of our citizens 
is the most important goal that we can achieve as a Nation. Some- 
one stated the obvious that without your health you have nothing. 
I think most Americans understand that and put this issue in that 
place of priority. 

I welcome the opportunity to work with you in the days ahead as 
we work together to put in place an improved health care for the 
American people. 

Thank you very much. 

[The prepared statement of Mr. Gephardt follows:] 

Prepared Statement of Representative Gephardt 

Chairman Kennedy, I want to thank you for the opportunity to speak with you 
and your colleagues this morning at your Committee's important hearing on the 
health care crisis and the American family. I also want to take a moment to salute 
you for your leadership in this area and for your unflagging determination to allevi- 
ate the burdens of the millions of Americans who are in the grip of the health care 
cnsM. No one saw this crisis coming sooner than you did, nor has anyone worked 
harder to address it. I know that you and your able colleagues on this Committee 
will contmue to play an important role in the development of much-needed health 
care policy m the Congress. 

Mr. Chairman, as America moves into the 199's, we are faced with a troubline 
paradox: we have the best health care in the world— but providers are mcreasinelv 
struggling to deliver it, too few people have access to it, and those who do are in- 
creasingly anxious about its cost. 

The problems are by now well recognized: 37 million people with no health care 
insurance; almost as many who are underinsured; health care costs that continue to 
outface inflation; health insurance premiums soaring and malpractice premiums 
skyrocketing; hospitals closmg and doctors and nurses leaving practice; an agine 
population with ever-growmg health care needs; rapid-and exl)eMive-t^nB 
cal advances; a shrinking and unreliable Federal contribution to health c^ 
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We must now acknowledge that these problems are exacting an unacceptable toll 
on our people and our economy. Older Americans live in constant fear of the crip- 
pling costs of a nursing home stay or chronic illness. Working Americans worry 
about the mipact on their family budgets of increases in health insurance premiums 
that they cannot control. (AK) mothers living in poverty agonize over their inability 
to get help for their sick children. 

Doctors, nurses, and other health care professionals and paraprofessionals strug- 
gle with frustration over the magnitude of human need and suffering that they are 
unable to assuage. We can be grateful that, with all of the problems and frustra- 
tions, we still have thousands of caring individuals who deliver truly wonderful 
care. But their jobs are harder than they should be. 

And business leaders who pay a heavy Price, both directly and indirectly, for in- 
creases in health care and insurance costs, are at a disadvantage with their competi- 
tors in other coimtries whose costs are lower. 

I am concerned that our economy is sufifering from the drain of corporate re- 
sources pouring into health care coverage and from the loss of productivity that re- 
sults "when people cannot afford to seek medical care when they need it. But I am 
equally concerned about the human costs: the drain on our people's health and 
peace of mind. I think of the letter, one of many with the same message, that I re- 
ceived recently from one of my constituents in Fetus, MO. She wrote to me about 
her parents, about her father who lost his job of 25 years. His COBRA-mandated 
coverage is about to expire and the only coverage her parents have been able to find 
would cost them $1,000 per month. My constituent wrote, "My dad is 56 and cannot 
find another job. How can they afford those premiums? Either way, my parents are 
going to lose everything they have worked for in 37 years of marriage. That is not 
fair." 

I agree: it is not fair. Nor is it necessary. We can do better than this — and it is 
time for us to start. The American people want action, and they believe that heedth 
care reform is an area in which the Federal Government bears primary responsibil- 
ity. The House Leadership agrees, as I know you do, Mr. Chairman. 

During the Reagan years. Congress engaged in an annual battle with an adminis- 
tration determined to curtail drastically the Federal contribution to the availability 
of health care for our people. We succeeded in reducing the cuts, and in some in- 
stances were able to achieve some modest expansions in access to hesdth care, espe- 
ciaUy for pregnant women and children. But as the Reagan era drew to a close, we 
all Imew that a resd national health care crisis was upon us. 

Unfortunately, President Bush, despite his inaugural plea for a "kinder and 
gentler Nation," has followed his predecessor's budget priorities, and allowed his ad- 
ministration to remain suspended for two years in a state of inaction, and apparent 
indifference to the health care crisis that is threatening our people. The Bush ad- 
ministration seems to have missed the simple truth that my constituent from Fetus 
saw when she said: "We are entitled to life, liberty, and the pursuit of happiness. 
But how can we achieve those when much of our hard-earned money goes for medi- 
cal insurance or we face death because we cannot afford needed treatment?" 

Mr. Chairman, it is time for Congress to take the lead in enacting health care 
reform. The reforms must be major, and national in scope. Their goal must be to 
ensure access to quality, affordable heedth care for all Americans. I believe that, in 
addition to basic health care for all, we must begin to address the needs of older 
Americans for long-term care, particularly home- and community-based care. 

We must also do a better job of ensuring that we spend our health care dollars 
well. Providers should be encouraged, and enabled, to provide care in the most effi- 
cient and effective way possible. A better understanding of medical treatments and 
their outcomes would enable providers and consumers to make better choices, and I 
hope that the Federal government will play a larger role in gathering and dissemi- 
nating this information. 

There are many policy decisions, both large emd small, that remain to be made 
before we can pass health care reform legislation of a scope the people await. But 
let us understand that we can make the commitment to universal access to neces- 
sary health care now, before we make choices about the changes we need to make 
and the kind of system or systems we want to put into place to achieve this goal. 
I personally believe that it would be best to build on what we have, rather than 
starting anew with an entirely different system. It should be noted, for example, 
that the efforts of Congress over the past 8 or 10 years in the area of cost contain- 
ment have begun to show some results. Clearly more needs to be done, but Ergs 
have slowed the growth of hospital costs to Medicare, and our recent physician pay- 
ment reforms were carefully devised and promise to do the same for physician coste. 
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I think we should use the experience and the successes we have gained over the 
years, in both the public and private sectors, as we develop a new national strategy 
to ensure access to health care for all Americans. There are, of course, those who 
would disagree, and I welcome a full debate of all our health care policy options. 
The important point is that it is time for Congress to make a commitment to ensur- 
ing universal access to necessary and appropriate health care. 

The U.S. House of Representatives will make that commitment. The House Demo- 
cratic Leadership has been meeting with Representatives Stark, Waxman, and 
others who exercise a leadership role on health care issues in the House. Within the 
next few weeks the Speaker will announce that health care legislation will be the 
highest priority on our agenda for the 102nd Congress. I expect that we will begin 
work in earnest on major health care legislation in the early months of the first 
session. 

Promoting and preserving the health and well being of all our citizens is one of 
the most important goals that we as a nation can achieve. Mr. Chairman, I com- 
mend you and your colleagues for your Committee's commitment to this goal, and I 
look forward to working with you toward the day when no American, regardless of 
age or employment status, will go without the best health care in the world. 

The Chairman. Thank you very much, Congressman Gephardt, 
for your testimony and your continuing concern and leadership in 
this issue. 

The fact that the House Leadership is putting this as its highest 
priority is I think certainly important news for all Americans, and 
it is welcome news. 

I just previously included in the record the statement of Senator 
Mitchell, who had hoped to be here. In his last line he says, "the 
solution of these problems is among the highest priorities this 
year." So hopefully this will be the health insurance Congress. 

I know you have to go. Let me just ask two questions. In what- 
ever we do, I gather that you believe that some type of cost con- 
tainment is an important feature of anything we do in terms of 
opening up accessibility and availability of health care. Do I under- 
stand that correctly? Too frequently, those of us who are propo- 
nents of expanding health care coverage get asked about this issue, 
and I have heard you speak eloquently about it, and I think it is 
important that you underline it. 

Mr. Gephardt. We simply cannot launch any new access meas- 
ures without continuing and increasing our cost containment capa- 
bility. I think we have learned a good deal from what we have 
done, but I think we have to do more. 

As you know, our legislation in the mid-Eighties tried to take the 
prospective payment idea and other ideas that were out there and 
apply It to the private sector as well, State-by-State, allowing 
States to use different methods. That may be something we need to 
look back at and pull into the present. But cost containment has to 
be part of any measure, that is absolutely correct. 

The Chairman. You mentioned in your testimony that the Fed- 
eral leadership is a central part of this whole effort. Let me ask 
you a somewhat philosophical question. 

+i,^^''i^^*^^,^1?®'"^^ ^*^*® °^ ^^® American people's feelings about 
the Federal Government and governmental institutions, and 
having gone through this whole decade which has been sort of the 
me decade , or however you want to describe it, the decade of 
ped and personal enhancement, do you think there exists the 
kmd of intuitive capabilities for us to develop something that does 
involve a lot of caring, a lot of sharing, a lot of trust, and belief in 
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institutions? Do you think we, as a society, can move into that type 
of a framework that can result in something that is going to work? 

Mr. Gephardt. People are not against government or govern- 
ment doing things. What they are against is ineffective govern- 
ment. What they are against are ineffective, inefficient, wrong- 
headed programs that don't produce the result. People want health 
care. They like Medicare, I think. It is a huge government program 
that has been around for a long time. I think it works. It is not 
perfect, but it sure is respected by the American people. 

I think if you went to the American people today and asked 
would you like to take Medicare away, get rid of government, let 
private individuals take care of it, you would have a resounding 
"No". 

So I think what people have reacted to is waste and inefficiency 
and ^vhere government has gone awry. I think what they want is 
effective service, and that is our job, that is our responsibility, and 
I think we can do that. 

I also believe that in health care we have had a good partnership 
between the private and the public sector. Medicare has been a 
partnership. We have tried to use the strengths of the private 
sector to make that a good program, and I think we have done 
pretty well at it. 

The Chairman. Will you agree with me that after we pass this 
bill most people will ask why did it take us so long to get it? 

Mr. Gephardt. That's what they said in 1965 when Medicare got 
passed. 

The Chairman. Senator Simon. 

Senator Simon. I simply want to commend Congressman Gep- 
hardt for his leadership, not just today, but continually in this 
field. The points you make are absolutely valid. You talked about 
hospitals. Illinois in the last 10 years has had 32 hospitals close, 
most of them in areas of great need, because that is where you 
have the Medicare and Medicaid patients. And we are shifting the 
burden, because we are not paying adequately for hospital care, 
over to the private carriers and ultimately to the people sitting in 
this audience and elsewhere. 

I do think that when we work this out, and we add the overages 
necessary, we are going to have to do it on a pay-as-you-go basis. 
But I believe the American people are ready for that. They recog- 
nize we have some massive deficiencies. The problem is not with 
research — although we ought to be doing more in several areas of 
research — but the fundamental problem is health delivery, and we 
are not doing what we ought to be doing. Out of 20 developed na- 
tions, industrial nations, we are 18th in our infant mortality rates. 
That is a shame. We ought to be doing better than that. 

So I simply want to commend you. And particularly now that 
you are Majority Leader over there, I hope we can see the House 
and the Senate move and come up with something that really is 
solid. 

Thank you. 

Mr. Gephardt. I thank you very much for your continued leader- 
ship. 

The Chairman. Senator Wellstone. 
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Senator Wellstone. Mr. Chairman, Congressman Gephardt, I 
have so many questions and there is so little time that I will wait 
for now— questions across-the-board. 

I have only one very brief comment. Mr. Chairman, you asked 
the question about the government and how people respond to gov- 
ernment programs. I believe, and I am more convinced about this 
now than I was 2 years ago when I first started campaignmg, that 
people do believe that in certain decisive areas of social life the 
government can and should play a positive role in improving peo- 
ple's lives. I think health care is such an area, and I think whether 
or not we adopt some kind of a national health care program that 
will respond to people is going to be a test case of whether or not 
we have a system of democracy for the many here in Washington, 
DC, since the many really are calling for the change, or a system of 
democracy for the few. And I believe we have a system of democra- 
cy for the many. 

Thank you, Mr. Chairman. 

The Chairman. Thank you very much. 

Thank you. Congressman Gephardt. If I could intrude on your 
time, would you meet our witnesses? 

Mr. Gephardt. Surely. 

The Chairman. We have Sue Tiller and her son, Nathan; Sharon 
Burton; Edith Parekh from Massachusetts; and Steve Tilghman 
and his son, Chris. 

Mr. Gephardt. I want the record to note that this man has very 
wonderful red hair. 

The Chairman. Maybe he'll grow up to be President. [Laughter.] 

Mr. Gephardt. Thank you, Mr. Chairman. 

The Chairman. I'd like to welcome our second panel of wit- 
nesses. They are people who have experienced first-hand the prob- 
lems plaguing our health care system. In this sense, we truly have 
a panel of experts sitting before us. 

The first witness is Steve Tilghman and his son Chris, from Bir- 
mingham, AL. Mr. Tilghman will speak about the difficulties of ob- 
taining health care for his son who has epilepsy. 

Chris, I understand you are a champion speller and are giving up 
the chance to defend your championship today. We are very appre- 
ciative of your presence. 

Our second witness is Sharon Burton, from Abingdon, MD. Mrs. 
Burton will discuss the regiving responsibilities in her family, espe- 
cially about the tremendous need today for long-term care services. 

Our third witness, Edith Parekh, is a nurse from Chelmsford, 
MA. She is well-versed in caring for Alzheimer's patients both as a 
professional provider and as a care giver to her ailing mother. 

I understand that the weather up north has been particularly 
hazardous, and you took that long train down from Boston; I am 
sure you are still shaking from those tracks. In any case, we are 
thankful for your presence here today. We know you have come a 
long way, and you have very important testimony for all of us. 

Mr. Tilghman, we'll start with you. 
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STATEMENTS OF STEVE TILGHMAN, BIRMINGHAM,_AL; SHARON 
BURTON, ABINGDON, MD, AND EDITH PAREKH, CHELMSFORD, 

MA 

Mr. TiLGHMAN. Thank you, Mr. Chairman, members of the com-"^ 
mittee. 

On behalf of the Epilepsy Foundation of America, I appreciate 
the opportunity to appear before you this morning to explain the 
problems which my family has experienced in securing health in- 
surance during the past 2 years. Our problems are not unique. Mil- 
lions of Americans have a difficult time getting health care protec- 
tion. Many work for business which do not provide or offer health 
insurance. Others are unemployed. Still others, like myself, are 
self-employed. The problem is compounded when a family member 
has a medical disability or disorder. Our family is one such family 
as Chris, who is here with me today, has epilepsy. 

Five years ago I was a partner in with a Big Six accounting firm. 
Health insurance was no problem. We had good, adequate cover- 
age. For the first 18 months after making a career change, I was 
able to retain that same insurance coverage under the provisions of 
COBRA. 

Approximately 2 years ago our health insurance coverage began. 
COBRA coverage expired. The administrator of my former firm's 
health plan offered to continue similar coverage but wanted $1,000 
per month 450 percent insurance at that time. There was no way 
that our family could afford to pay such a premium. 

After 2 months, our insurance agent found health insurance cov- 
erage for four members of our family with an A-plus-rated insur- 
ance company. However, the company refused to cover Chris. I 
asked them to consider taking him on with a pre-existing condition 
exclusion. They refused. They would not provide any coverage 
under any circumstance. 

Our insurance agent was able to find a separate individual 
health policy for him from an unrated insurance company. While 
my agent prefers to deal only with companies rated A or better, 
tins was the only policy she could find. The policy is a two-year 
nonrenewable policy that excludes his pre-existing condition, epi- 
lepsy. Thus we have no real insurance on the member of our 
family having the greatest known need for health care. 

My insurance agent warned me that any claim which might be 
submitted would potentially be challenged. The insurance company 
would probably try to claim that the need for medical attention 
was a result of his epilepsy. 

I asked her what would happen if, for example, he had a bicycle 
wreck. Her guess was that the company would contend that the sei- 
zure was the cause of the accident. There weis no way that we could 
disprove their contention. 

In effect, our family is self-insured. When visiting Chris' neurolo- 
gist I always answer the clinic's question about insurance coverage 
by telling them I am the insurance company. I try to make light of 
the situation, but it is no laughing matter. Medical tests are not 
cheap. While all of Chris' doctors are sensitive to our situation and 
try not to overdo the testing, there is still a level of care which 
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must be rendered. I, like other parents, do not want to compromise 
my child's health for financial reasons. 

I mentioned earlier that Chris has health insurance coverage 
under a two-year nonrenewable policy. Well, the 2 years expires on 
March 31, 1991— less than 3 months from now. 

My wife is more and more frequently asking the question, "What 
are we going to do about insurance coverage on April 1st?" I don't 
know the answer. The lack of an answer creates real fear and anxi- 
ety for her. That is not to imply that I have any less concern. 

The health insurance coverage that the other members of our 
family has continues to increase every 6 months. This time last 
year, my premium was $223. This month I am paying $840, a 52 
percent increase over last year. And this is for coverage that only 
covers part of our family. 

I have also learned that this same insurance company has 
stopped writing coverage for single family units. That means I 
cannot even get similar coverage today if I wanted it from them. 

As a self-employed CPA/consultant with a wife who has three 
part-time jobs, one of which is also a self-employment situation, we 
are unable to obtain adequate health insurance coverage. We are 
luckier than many families in that we do have some coverage on 
every member of our family— today. Come April 1, Chris may not 
have any coverage for his medical or health needs. 

Gentlemen, this is scary. I don't like the feeling, there is real 
stress in living with the uncertainty of what access to adequate 
health care families like ours should have and expect. 

Our family, like millions of others, looks to you and your col- 
leagues to find a solution in this session of Congress so that all/ 
Americans can have adequate, affordable health care. .^ I 

Thank you. 

The Chairman. Before going to the other witness, I want to tell 
you, Chris, that we are very glad to have you here. Could I ask you 
just a brief question? 

Mr. Chris Tilghman. Yes, sir. 

The Chairman. Chris, as I understand it you are a champion 
speller; is that right? 

Mr. Chris Tilghman. Yes, sir. 

The Chairman. And you are missing the playoffs today to be 
here with us. 

Mr. Chris Tilghman. Correct. 

The Chairman. Did you speak to your teacher about coming up 

Mr Chris Tilghman. Yes, I did. It was imperative that she knew 
about it. 

The Chairman. Yes, that's a good idea. [Laughter.] What did she 
say.' 

A ^^- Chris Tilghman. She really didn't have a whole lot to say. 
As a child she was afflicted with polio, so she is very sensitive to 
health coverage needs, and so she was just happy that I could come 
up nere. 

The Chairman. It just goes to show again that there is really not 
a family that is not affected by these health challenges 
correct? '"^*^"^ ^°^ ^^^^ "°* ^^^ ^ seizure in some 2 years; is that 
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Mr. Chris Tilghman. That's correct, sir. 

The Chairman. And you like to ride a bicycle; is that right? 

Mr. Chris Tilghman. That's a big hobby. I love it. 

The Chairman. How far do you ride, usually? 

Mr. Chris Tilghman. Oh, it is different. Some days, I can't even 
get outside; some days, it will be up to 30 miles. Every day is really 
different. 

The Chairman. And you are a swimmer, too? 

Mr. Chris Tilghman. Yes, sir. That is my main sports commit- 
ment. That takes up two and a half hours in the afternoon, and 
sometimes, if I go to practice in the morning, that is 4 hours a day. 

The Chairman. What do you swim? 

Mr. Chris Tilghman. The free style is probably my best long- 
term thing. Right now, breast stroke is where I am excelling. 

The Chairman. You would like to continue to do that and finish 
school. 

Mr. Chris Tilghman. Yes, sir. 

The Chairman. Do you plan to go on to college? 

Mr. Chris Tilghman. Yes, sir. 

The Chairman. Do you do pretty well, academically? 

Mr. Chris Tilghman. Yes, sir; Im doing real well. 

The Chairman. I'll bet you are. [Laughter.] If there is any ques- 
tion about what the responsibilities are to try and ensure coverage 
for Chris, I think it is pretty well understood. 

Thank you very much. 

The Chairman. Mrs. Burton. 

Mrs. Burton. Thank you very much. 

Good morning, Mr. Chairman and members of the committee. 
"Thank you for the chance to talk about my family regiving respon- 
sibilities, which include my 4 year-old daughter, Sarah, my 86 year- 
old grandmother who has Alzheimer's, and my 54 year-old mental- 
ly retarded aunt. 

On June 22, 1990, Mary Cottrell, my grandmother, was taken to 
Falls Ton Hospital because of a fall. After testing and exams, 
Granny was diagnosed with dementia Alzheimer's. Before her fall, 
Granny had been taking care of her daughter, who is 54 years old 
and mentally retarded since birth. While Granny was still in the 
hospital, we kept her daughter, Aunt Jane, at home with us. A 
neighbor came in and stayed with Aunt Jane. 

After 5 days. Granny was ready to come home. This is when our 
problems began. Who would take care of both Granny and Aunt 
Jane now that they could no longer live by themselves? 

The three grandchildren — my sister Sandy, my brother David, 
and I — held a meeting to determine what had to change in order 
for Granny and Aunt Jane to have the proper care. David is the 
legal guardian for Granny, so finances fell on his shoulders. Over 
the years, Sandy had been overseeing health needs. It was decided 
that this was to stay Sandy's responsibility. 

Before Granny's fall, I was living a quiet, normal life with my 
husband Frank and my 4 year-old daughter Sarah. When I was 
able, I would help out in any way I could. We needed to make fast 
decisions. We had the following four options: to provide 24-hour pri- 
vate home care, which was financially out of the question; to place 
Aunt Jane in a nursing home — a nursing home would not accept 
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Aunt Jane with Granny; to move the two in with other family 
members, which was never an option; to have someone outside of 
the family Uve with Granny. . , . n ,„„ .^u o„^ 

Caring for an Alzheimer's patient alone is an all-day job and 
very hard work. In addition, we still had Aunt Jane, who is highly 
dependent on us. , , , . i 

On July 5, 1990, I moved into Granny's home and took over care 
for her and my aunt. It was a big change for my daughter, because 
she had previously had her mother all to herself. Now Mommy had 
Granny, Aunt Jane, Daddy and her to care for. .^ , , j 

David arranged through the American Legion for a hospital bed 
and a wheelchair. I made the house "Granny-proof so she could 
not hurt herself. For example, I removed the stove knobs, put all 
Sharp things out of reach. , ..u i. t u j 

Granny gained three pounds in the first 6 weeks that 1 had 
moved in, and I am extremely proud of that. 

In doing medical checks, we found Granny was diagnosed years 
ago with pernicious anemia, which is incurable at her age. This en- 
abled us to get limited home health care and home nursing. 

In terms of our budget and finances, Granny and Aunt Jane get 

Social Security. Aunt Jane gets a small amount from Veterans Ad- 

, ministration. We work out the rest of the finances as best we can. 

In summary, a lot of lives have changed. Granny does not even 
realize anymore who she is or where she is. She is with us in body, 
spirit and love. Her mind is gone, but she can still make you laugh 
and cry. 

Aunt Jane has been enrolled into a Saturday special school. A 
whole new life has opened for her. She too has made many adjust- 
ments. Small children are in the house now because on a trial basis 
move, my older daughter Sharon, husband Alan, and 3 year-old son 
Brand live upstairs. The move has worked out well because Sharon 
has been a godsend in her help and experience in working with 
Alzheimer's patients. Sarah and Brand love Granny, but when she 
goes for their hair, she moves away; when she wants hugs and 
kisses, they are there waiting. 

At this point, everyday care is routine, and problems are minor. 

My life has changed the most. I cannot just pick up my three- 
member family and go somewhere. I need a sitter for Granny and 
Aunt Jane. I have no quiet moments because someone always 
needs something. Granny takes a lot of time, work and attention. 
We cannot get out of the house and do things like other family 
members. For example, we cannot eat dinner out because finances 
do not allow us to hire a sitter for adults. 

We know that Granny's condition will someday become worse. 
We are worried about that and what that will mean to our future. 
Taking care of two small children, a daughter, a son-in-law, a hus- 
band. Aunt Jane and Granny has certainly turned my 24-hour day 
into a 36-hour day. And because of Mary Cattrell's need for care, I 
will make sure my grandmother does not go to a nursing home 
where I can no longer see my grandmother smile, her laughter, her 
tears, and the love she has for "the girl" who takes care of her. 1 

Thank you. ^_J 

The Chairman. Thank you very much, Sharon. 

Edith Parekh. 



Mrs. Parekh. Good morning, Mr. Chairman and committee. 

My name is Edith Parekh, and I come from Chelmsford, MA. I 
am a nurse with a degree in human services and management. At 
first, I was prepared to talk to you from my prepared notes, but 
after hearing what I have heard this morning I have decided not to 
talk from my prepared notes. 

One of the disenchanting facts about being a nurse is that if one 
of your family members happens to become ill, you have an inside 
track on exactly what is going on. In my case, this happened about 
10 years ago. My parents came for a visit. It was our eldest child's 
graduation from high school. I noticed that my mother was acting 
in a very different way. 

We were all in bed one Sunday morning when I got a telephone 
call from a local motel that a woman was there and had said to 
call this number. To my shock, when I scrambled out of bed and 
got in my car and drove over to the motel, it was my mother. She 
had walked about seven miles from our house and was totally lost, 
but within herself, she didn't see anything wrong with it — ap- 
peared to her that I was lost, and what took me so long to get 
there. 

I spoke with my dad about it, and he couldn't see anything 
wrong. He said, oh, she was just going for a walk and was probably 
tired. 

After graduation, they went back home, which was 600 miles 
from where I live in Chelmsford. Then the problems began to 
emerge little by little. One day I called Mom. "How are you?" 

She said to me: "You have stolen a tablecloth, and I want it 
back." 

I was in shock. I became angry. I couldn't get her to change her 
mind. That was it. 

Well, to make a long story short, as a nurse I began to see evi- 
dence of Alzheimer's disease, and knew that something would have 
to be done for mother. My parents have been married 50 years, and 
I am t\^ only child. And quickly, when I assessed what was going 
on, I decided that what I would have to do would be to take full 
responsibility for my mom, because my dad certainly couldn't do it. 

So I brought her home to live with my husband and four chil- 
dren. And although it seems that to bring an Alzheimer's person 
into your home is a major complication, it has some advantages on 
how you look at life and how you assess the needs of others. That is 
the reason why I weathered one very bad, icy storm, and a very 
long trip on a train last night, to come here and tell you that there 
are things that can be done. 

I work in a small facility called Community Family m Lowell, 
MA. It is funded by the Robert Wood (CT) Foundation. We have 
been in business for about a year, and this year, after Brandies 
University assessed us, we have been given three more years of 
funding. ^ ,. , 

It is a very small but new facility. We have about 24 clients who 
come on a part-time or full-time basis 6 days a week. I am the 
memory disorder specialist, and I work specifically with a small 
group of people— not regaining their memory, of course, because 
with Alzheimer's, once you lose your memory it is lost forever— but 

— > 
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by making their time meaningful, creating activities, and trjdng tc 
bring them back into society in a small but safe way. 

After listening to the many things that I have heard this morn- 
ing, I came up with some ideas of my own that I wish to share with 
you. It is definitely needed long-term care — but how does one incor- 
porate that into a community of other people and other needs? 

One thing I have learned within my own personal family is that 
the sharing with children and elderly people brings about a very 
warm and quality type of relationship. Our lives have certainly 
changed because Grandma now lives with us, and with all of the 
things that have to be changed in the house such as safety, door- 
knobs changed, knobs on stoves taken off, alarm systems installed, 
the police department being notified that in your home there is an 
Alzheimer's person in case they should wander away, identification 
that they wear and a card that they carry in the event that they do 
get lost so people know that this is not a deranged person, but this 
is a person who truly has lost her memory. -^^ — i 

-. It might interest you to know that Alzheimer's can happen to 
anyone from middle age on Up. And what is scary is that there are 
more than two million people in the United States with Alzhei- 
mer's disease. Some Alzheimer's patients even outlive their care- 
givers— and then what? Who will take care of them? 

My thought on the matter is that within communities across the 
United States, we could establish long-term facilities, perhaps in 
conjunction with day care because there is a wonderful relation- 
ship between the elderly and children. Here, we could address 
many, things that need to be done. We can monitor good nutrition 
because just because you have Alzheimer's does not mean that 
your nutritional needs cannot be kept up. Children need day care 
services, and by combining the two, we need the needs of a very 
large population. 

. P°® J^^^S that I'd like to share with you is that if we don't put 
into effect research— because this is a disease where there is no 
cure— if we don t spend money for research we may never find a 
cure. 

Second, if we do not educate our generation, they will continue 
to grow with a lack of sensitivity and generosity. Senator Kennedy 
nientioned that we come from an age of me-is, and that has to 
change. The world is so much smaller— and the same with our own 
lives. So education, funding for research and long-term planning so 
that in the long run we are not left with a whole population of 
people whom no one will care for. 

h«.^Iif" ^"'i ^^^""^ *^i? building today, you are going to leave with 
wo things, for sure. You are going to know who you are and where 

rnn'/ff ^Tfi,-^"!'^ ^y '^^^"'^^ ^^«" yo" walk out on Washing- 
tons streets this afternoon, you meet someone you know, considir 
.hat an advantage of being a well and healthy human being. Which 

pLlitnTi 1?'"^^ ^'■^ you willing to give up? That is what hap- 
pens with Alzheimer s— you lose it all. 
Thank you. 

The Chairman. We thank all the witnesses for the very I think 
noving way of portraying the health care crisis in a fashion that I 
,hmk every family can relate to and presenting the challenge to us 
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here to play our role in trjdng to address this real crisis, this every- 
day crisis that is affecting so many American families. 

Let me start with you, if I could, Mr. Tilghman. What are the 
kinds of bills you look at in terms of the out-of-pocket expenses 
that you face in terms of medicine and tests? 

Mr. Tilghman. Generally, we have to pay, obviously, the health 
insurance premium for Chris, but then in addition since it is an ex- 
clusion related to his epilepsy we pay all drug bills, we pay his 
visits to his neurologist for period checkups, so to speak, as relates 
to his epilepsy; we pay for blood level tests to make sure he has the 
right level of medication in his system. This summer we probably 
this summer will have to pay for an KEG, a CAT scan, and an SRI, 
as they assess where he stands since he has not had a seizure for 
the last 2 years as to where they go forward with that level of 
treatment. That will be at least a $l,000-plus day for me, or 2 days. 

The Chairman. And none of that is covered even by the current 
insurance program. 

Mr. Tilghman. No, sir; that is my expense. 

The Chairman. And that is beyond your own family premiums; 
is that correct? 

Mr. Tilghman. Correct. 

The Chairman. And you consider those to be the minimum level 
of tests, but at least a kind of preventive measure 

Mr. Tilghman. That's correct. In essence it is more health care 
hospitalization type coverage that we have, and even then, particu- 
larly in Chris' case, it is a question of whether coverage even 
exists. 

The Chairman. You had a successful career with one of the prin- 
cipal important accounting firms, and then you went into your own 
practice. Do you find that, just because of concerns for your son 
and the health care needs of yourself that you might have to make j 
a career change and return to a large firm? 

Mr. Tilghman. That is a real concern my wife and I have had, 
that one of us is probably going to have to make some career deci-( 
sion again in the next few months, regardless of what we might 
like about that particular career just to be able to hopefully have 
some level of health care protection for our family. 

The Chairman. And I suppose there is some concern for the fact 
that you might even be able to do it, given the kinds of economic 
problems that we are facing. 

Mr. Tilghman. It is not easy out there, particularly right now, 
where even white-collar people are now facing some of the layoffs 
and recessionary problems that in the past have been more a blue- 
collar problem. 

The Chairman. Your wife works in three jobs? 

Mr. Tilghman. She is a school teacher at the same school where 
Chris attends; she is a church organist and music director, and also 
a piano teacher. 

The Chairman. Let me ask you how you feel as a businessman. 
We hear a good deal about mandating coverage, putting the burden 
on business as well as the Federal Government. 

Mr. Tilghman. Well, that's a mixed type situation. I think a lot 
of small businessmen want to be able to provide coverage a lot of 
times to their employees. Richard Nugent with the Epilepsy Foun- 
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dation was sharing with me last night about a restaurant owner in 
Houston, TX whose son has epilepsy. The gentleman lost coverage 
not only for his family but all of his employees because of his son s 
high medical bills related to epilepsy. He wants to provide coverage 
for his employees but can't get that coverage. , , , ^ ^ , 

The Chairman. Don't you think we ought to be able to try and 
work that out for even the smaller companies as well, so they are 
not devastated from an economic point of view, but also, so they 
face some responsibility in providing for coverage? 

Mr. TiLGHMAN. Yes, a solution needs to be found. As Congress- 
man Gephardt said, many times the insurance premiums that 
people pay are designed to offset the costs of those who are getting 
free care. 

The Chairman. I'll ask the staff to keep track of time, and we 11 
do 8-minute rounds. 

Let me ask Sharon Burton what was the growth in the size of 
) your households one who grew up in a big house with a lot of activ- 
ity. 

Mrs. Burton. We have eight now. 

The Chairman. And what did you have? 

Mrs. Burton. Just my husband and myself. I have two older 
daughters. I am, what you call, one of these mid-life (AK) mothers; 
at 39, I had another baby. Moving into Granny's house— she has a 
large house — we are still running into each other, but it is ade- 
quate. 

The Chairman. Well, I just want to commend you. I think when 
you go from three up to eight — and I think you gave enormously 
powerful testimony with regard to the love and affection that is 
being shared by the members of the family — ^but it has to be enor- 
mously trying. 

Mrs. Burton. It is very, trying. When I walk in, and I see my 
grandmother, and she does not know who I am, and like I said, at 
the end of my testimony, to my grandmother I am "the girl" that 
takes care of her. 

We play airplane. My grandmother right now probably soaking 
wet weighs 72 pounds. But every evening when I put her in bed, I 
will lift her legs and her head up, and I play airplane with her. I 
say, "OK, Granny, are you ready for your airplane ride?" And I 
just gently swing her into bed, and she just gets so tickled with 
that, and that brings the laughter. It is emotional, but yet like I 
said I would not want my grandmother or my Aunt Jane in a nurs- 
'■ ing home now, I realize my grandmother is going to get worse, and 
her life is limited— but my aunt is still there. So I gave up a quiet 
family life also for my aunt, because my aunt still has a long way 
to go. 

The Chairman. Well, I just want to tell you how much I certain- 
ly respect you. It is a wonderful tribute to them to have someone 
like you, but it is wonderful tribute to you that you care so much 
about them. 

Mrs. Burton. Thank you. 

The Chairman. I think this really is a natural transition. You 
mentioned something about education and the need for people to 
understand, and I think Sharon has indicated that she under- 
stands, but also faces those challenges of everyday life when a 
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parent or a loved one does not recognize you. And for Americans to 
understand what this is all about think you mentioned the need for 
that. 

And if we look at the projections of what we are going to face 
with Alzheimer's with the growth of the elderly population in our 
society, it is clear this is going to be with us for a period of time. 

You are in a situation, Mrs. Parekh, where you are caring for 
Alzheimer's individuals and others at the center, and then you are 
back home and caring for a member of your family who is affected 
by Alzheimer's; is that correct? 

Mrs. Parekh. That's correct. There are seven of us in our house. 
I have two daughters in college and one son in high school and a 
little girl in elementary school. 

At first when Grandma came to live with us, there was hostility 
in the air because this was going to totally disrupt their lives in 
some shape or form. As I said in my prepared testimony, we have 
to become a society very quickly that assumes responsibility. Notj 
one person can do it alone. It is the responsibility of all of us to 
look at what is going on about us. 

If I look at it as a business woman, it is far cheaper to put into 
place programs that take care of people than to wait until they 
have to be hospitalized and put in ICC and in critical care facilities. 
So it is cheaper in the long run to take care of each other now in- 
stead of waiting. 

The Chairman. My time is up, but I just want to tell you how 
much I admire your dedication and commitment to the nursing 
profession, and also the extraordinary personal commitment on 
your own to caring for people. It is really an inspiration. 

Senator Durenberger. 

Senator Durenberger. Mr. Chairman, just a comment. Let me 
express my gratitude to the witnesses for being here and sharing 
their experiences with us. It is a reflection on our challenge, I sup- 
pose. Taking on all the problems that face us seems insurmount- 
able, but it is absolutely necessary to do it. You can't start sorting 
things out and say, well, this is more important than that. Every- 
one here has a different experience. Not only the pain of not 
having a ready solution, but the cost to society as a whole of not 
dealing with these problems is enormous. That is the lesson I take 
from these witnesses. 

The other is the affirmation, Mr. Chairman, of the fact that we 
have grown up in a society in this country which, in an effort to 
spread the liability for the costs of medical care as broadly as possi- 
ble, we have developed a hospital system that has also been a na- 
tional health care insurance system because, at least until recently, 
if you can't pay, the hospital will do it for nothing. The same thing 
is true of other medical professionals. As long as the costs were not 
too high, we could use that system. Then we used employers to do 
the same thing. We said wouldn't it be nice if all the employers 
would pay for the health care insurance, and that spread across 
the whole universe, until the costs got too high, and we couldn't 
afford that anymore. 

We have done the same thing to some degree with government, 
and so far none of the solutions to spreading the costs has worked 
very well, for a couple of reasons. One has developed, because by 
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spreading the responsibility for the costs we have also spread the 
responsibility for preventing a lot of illnesses in our society. We 
have spread the responsibility for taking care of ourselves. I don't 
know how many smokers I still meet on the way over here from 
my office. 

So it seems to me, Mr. Chairman, that part of our burden here is 
to take up the challenge of financing access by changing the ways 
in which Steve and the rest of these people are able to financially 
access the system and to try to inject into that system as equitable 
a system of access as we can. I mean, if you are out of work, you 
are out of work. If you work for a little company that can't afford 
health insurance, that's just too bad. But if you work for the tele- 
phone company or some other big company in America, you are 
still getting free health care, and you are using it, and you are 
taking it away from somebody else. 

The inequities in the access to health care were spoken of in edu- 
cation hearing yesterday and have been spoken of in health care 
today, and I think that is one of the forces that drives a lot of us on 
this committee, and certainly has driven the chairman ever since 
he's been here to deal with these subjects. So I think everyone here 
is committed, on whatever committees we sit and regardless of the 
resources that it takes. 

I have a little bill called the small group insurance reform bill, 
which is intended to deal with some of the problems Steve said he 
was being exposed to and other people are being exposed to in 
terms of discrimination on the basis of a prior disability, or people 
who are so-called medically uninsurable only because they have 
had one incident, or a diagnosis, and so forth. 

So I hope that as you go away from here, you know that your 
message has been replicated in various ways in our communities 
and that particularly the leadership on this committee and hope- 
fully the members of the committee as well— and I am only speak- 
ing for myself— are really dedicated to dealing with the problems 
that you have brought to our attention today. 

I thank you. 

The Chairman. Senator Simon. 

Senator Simon. Thank you. 

I want to thank all four of you for being here because I think 
you have helped us understand what is happening in this country. 

How old are you, Chris? 

Mr. Chris Tilghman. I am 13. 
^Senator Simon And you are a champion speller. Could you spell 
Kennedy and Durenberger", do you think? [Laughter.] 

Mr. Chris Tilghman. No, those never came up. , 

Senator Simon. I might mention, Chris, one of the ablest mem- 
bers I served with when I was in the House was Congressman Tony 
Coelho who has epilepsy. I think you understand that your future 
IS not limited. 

Mr. Chris Tilghman. Yes, sir. 

w.^,t'?^*°'" ^iT:S^- 1*1''''^ '* ^^ ^^^<^ *h^<^ yo" are a swimmer and 

w T f 1^! ^ui ■ "^^^ * ^rT "^^^ y°" are goi^g to do in the future,) 
but 1 think it is going to be good. 
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Mr. Tilghman, you mentioned that you went from a large compa- 
ny into your own business. Are you a sole practitioner, or do you 
have other employees? 

Mr. Tilghman. I am basically a sole practitioner. In some 
projects that I am involved with, I have a partner who is also a 
CPA, but his wife works for a regional stock brokerage investment 
house, so he has coverage through her. 

Senator Simon. I think there is something our committee ought 
to look at. You are in a little different situation, but you mentioned 
someone who had a restaurant in Texas, I believe. People who have 
10 employees, for example, have to pay very high insurance premi- 
ums because the base is so small. We ought to think about giving a 
small Grant to every State to provide for a competition among the 
private insurance companies, based on what they can do for, say, 
40 cents an hour. Then the State of Alabama or the State of Massa- 
chusetts or whatever State it is could make that award to Blue 
Cross or Prudential or Mutual or whoever provides the greatest 
amount of service. Then any small business person who wanted 
to — it would be strictly voluntary — could take advantage of that 
premium, and you would have a broader base for the insurance 
coverage. I think something along that line is needed. 

Mrs. Burton and Mrs. Parekh, I admire both of you for what you 
are doing. You mentioned one thing that interested me, Mrs. 
Burton. You mentioned that your grandmother has Alzheimer's, 
but then you said she also has pernicious anemia, and because of 
that she is entitled to home health care. 

Mrs. Burton. Yes, sir. 

Senator Simon. Are you suggesting that Alzheimer's does not en- 
title her to home health care, but pernicious anemia does? 

Mrs. Burton. That's right. With just the Alzheimer's, we are not 
entitled to any benefits through Medicare. But because of the per- 
nicious anemia, which is a blood disorder, she was entitled to the 
home health aide who comes in and bathes her three times a week, 
and the nursing when we need a home nurse. 

Sienator Simon. All right. I ask you this question because our col- 
league Senator Durenberger is on the Finance Committee, so we're 
going to lobby him here with that. 

Mrs. Parekh, you said something that I think is important. You 
said this should be the responsibility of all of us. It should not just 
be a burden on the Tilghmans, the Burton and the Pares. In some 
way, all of us ought to share these burdens. 

I come from a family that fortunately is in good health. We could 
pay a few more dollars to share the burden with those who face 
special problems. The sense of community we ought to develop 
much more as a Nation. 

I thank all four of you for being here. I think you have helped us 
to see what we ought to do. 

Thank you, Mr. Chairman. 

The Chairman. Senator Adams. 
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Opening Statement of Senator Adams 

Senator Adams. Thank you, Mr. Chairman. I particularly want 
to compliment you for holding these hearings. I would ask unani- 
mous consent that my statement be placed in full in the record. 

I want the witnesses to know that I am aware of your testimony, 
and unfortunately we are having to do some other things today 
that have taken some of us away and may take us away from time 
to time. I want to pledge to you that as chairman of the Subcom- 
mittee on Aging that one of our primary topics is going to be long- 
term and community-based home health care. 

When you speak of Alzheimer's disease I know what you are 
talking about. My wife's mother recently died after 13 years otsut- 
fering. And you are absolutely right; Medicare provides little help 
for home health care. 

So as Senator Simon and the Chairman put so eloquently, we 
have a deep commitment to this problem. I am particularly pleased 
that the House will also be focusing on long-term and community- 
based home health care. Its a pleasure to have Representative Gep- 
hardt here today. 

We pledge to help as much as we can. 

Thank you, Mr. Chairman. I have no questions of this panel, and 
I appreciate being here this morning. 

[The prepared statement of Senator Adams follows:] 

Prepared Statement of Senator Adams 

"Condition Critical." The title of this hearing is no understate- 
ment. The health care crisis in this country is of epic proportions. I 
welcome this hearing and the attention and urgency it brings to 
the problem of the uninsured. 

Senator Kennedy deserves much of the credit for making Con- 
gress and the country sit up and take notice of just how poor a job 
we are doing when it comes to providing adequate health care to 
millions of Americans. 

Hearings like this have made us all painfully aware of the vast" 
scope of the problem. The numbers are staggering: 37 million 
Americans have no health insurance. Many of these are children, 
many are single parents — often women. And contrary to conven- 
tional wisdom, the majority of the adult uninsured population 
work. American employers are offering fewer and fewer health 
benefits to fewer and fewer American workers. The heartbreaking 
and tragic stories of Americans denied "access" to health care puts 
a human face on the problem of the "uninsured." 

What does the lack of access really mean? It means that millions 
of Americans receive no health care — until their health problems 
reach a crisis stage and they seek care or are brought to a hospital 
emergency room. Routine preventive health services do not exist 
for these Americans. 

Creating access to our basic health care system will not be easy. 
Nor will it be cheap. In fact it is both complex and costly, is it 
worth it? You bet. American families deserve no less. The Federal 
Government must play a major role if we are to find a solution 
that will work. 
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I am proud to say, however, that absent direction from the Fed- 
eral Government, Washington State through the efforts of my col- 
league Rep. Jim McDermott, has embarked on a landmark demon- 
stration project to provide health care coverage for up to 33,000 un- 
insured Washington State residents through a new program called 
quite descriptively. The Basic Health Plan. The majority of the 
18,000 participants in the Basic Health Plan are employed, but 
hold jobs that don't provide health care coverage for the employee 
or their children. Most others who participate are between jobs. 

Any Washington State resident living in a county participating 
in the plan and whose income falls below 200 percent of the Feder- 
al poverty level is eligible for care. The majority of participants 
earn less than 125 percent of poverty. There is a modest sliding 
scale with the average cost for family coverage at $38 per month. 
The State picks up the lion's share of the financing which totalled 
about $87.5 million for 1989-1991. 

Care is provided under contract through private providers and 
insurers in the State. The plan places a strong emphasis on preven- 
tive health services, pap smears, breast examinations, immuniza- 
tions, and childhood hearing and eye tests. Coverage also includes 
hospital and emergency care, ambulance services, other necessary 
doctors visits, lab tests, and X-rays. 

The Basic Health Plan, however, cannot solve the problem of the 
uninsured on its own. The problem is vast. There are approximate- 
ly 785,000 uninsured Washington State residents, 450,000 of these 
people meet the Basic Health Plan's eligibility requirements. Yet 
we are able to serve only 25,000 individuals — or less than 6 percent 
of the total residents who are eligible to participate. We need to 
expand programs like this one. But my State and others need 
help — help from the Federal Government — in order to ensure that 
each and every American has access to basic health care services. 

Another critical part of the access equation is the problem of 
long-term care. Quite simply, we need a long-term care system in 
this country. Not next year, or the year after, but now. Current de- 
mographic changes alone require us to address the changing health 
care needs of an aging society. As Chairman of this Committee's 
Subcommittee on Aging, I intend to take a long hard look at this 
issue. The Pepper Commission's recommendations represent an im- 
portant and essential step toward a national long-term care policy. 

One of my duties this year as Chairman of the Subcommittee on 
Aging is to reauthorize the Older Americans Act (FAA). "The FAA 
plays an important role in providing home and community based 
long-term care services, but these services are sorely underfunded. 
In some cases, they are virtually non-existent. During the upcom- 
ing reauthorization process, I intend to examine the role the FAA 
should have in the development and management of a comprehen- 
sive system for home and community based long-term care. 

Another area that I intend to focus on is the role of caregivers— 
both formal and informal, paid and unpaid— who provide care to 
millions of Americans unable to care for themselves. Caregivers, 
the majority of whom are women, who work for little or no pay, 
end up on with fewer retirement benefits, low Social Security earn- 
ings, and in poor health. I think these economic inequities need to 
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be addressed as part of the problem of expanding access to health 
care and the development of a long-term care system. 

I want to close by saying that whatever role we develop for the 
Older Americans Act in the delivery of long-term care services, it 
cannot supplant the creation of a long-term care plan for the coun- 
try. But I believe the FAA can be a part of the solution to insuring 
access to health care in America. 

The Chairman. Well, again we want to thank all of you very, 
much. As I often say, it is very difficult to talk about health care 
challenges that families face. It is never easy, and we understand 
that, certainly, with all of you. But the fact that you have been 
willing to share that is enormously important for us, and hopefully, 
hundreds and millions of Americans across the country can identi- 
fy with similar situations, and I think it just raises the ante, hope- 
fully, for us to teike some action. 

We will do everji;hing we can to try and do that. 

We thank all of you very much. 

Our next panel is a distinguished group of experts which repre- 
sents a range of perspectives on the need for major health care 
reform. We welcome Martha Thornton, who is senior vice president 
of human resources for Ameritech Corporation; our second witness, 
Gail Shearer, is manager of the policy analysis division of Consum- 
ers Union; Alan Nelson is immediate past president of the Ameri- 
can Medical Association; and finally, Lena Archuleta is a member 
of the board of directors of the American Association of Retired 
Persons. 

We'll start with Ms. Thornton. 

STATEMENTS OF MARTHA L. THORNTON, SENIOR VICE PRESI- 
DENT, HUMAN RESOURCES, AMERITECH, CHICAGO, IL; GAIL 
SHEARER, MANAGER, POLICY ANALYSIS, CONSUMERS UNION, 
WASHINGTON, DC; DR. ALAN R. NELSON, IMMEDIATE PAST 
PRESIDENT, AMERICAN MEDICAL ASSOCIATION, SALT LAKE 
CITY, UT; AND LENA ARCHULETA, MEMBER, BOARD OF DIREC- 
TORS, AMERICAN ASSOCIATION OF RETIRED PERSONS, 
DENVER, CO. 

Ms. Thornton. Good morning, Mr. Chairman. 

I appreciate the opportunity to appear before this committee on 
an issue of vital national concern and to present the views of 
Ameritech on the health care cost problem facing American busi- 
nesses. 

Ameritech is one of the seven regional communications compa- 
nies formed as a result of the breakup of the Bell System. We have 
76,000 active and 45,000 retired employees, all of whom have non- 
contributory medical coverage. Adding their dependents, we pro- 
vide health care benefits to about 250,000 people. 

In 1989, our health care expenses were $337 million, or 28 per- 
cent of our net income. Almost one-third, or $100 million, was for 
retirees and their dependents. Total expenses were 13.3 percent 
more than in 1988, and for the five-year period ending in 1989, our 
annual increase averaged 10.4 percent, which represents less of an 
increase than many other employers and general insurance indus- 
try trends. 
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Our cost control efforts have focused on the effectiveness of ex- 
penditures and not shifting costs onto employees. We believe our 
experiences can be of value to other businesses, to government pur- 
chasers, and to Policymakers. Because of this we have been very 
active in business groups, such as the Washington Business Group 
on Health, and in coalitions such as the National Leadership Coali- 
tion for Health Care Reform. 

Increasing access to medical care is a goal fully supported by 
Ameritech. At least in the short term, we expect this may result in 
increased public and some private expenditures. Ameritech be- 
lieves that employment-based approaches are the preferred vehicle 
to expand coverage. 

However, while employers can help employees, the ultimate re- 
sponsibility to obtain coverage must rest with the individual. Gov- 
ernment must continue to be the safety net for those without the 
financial means to access care and private plans. In addition it 
should remain the private payer for the elderly and the disabled 
through the Medicare program. 

Access must not be dealt with in a vacuum. Additional reim- 
bursement dollars without cost controls will exacerbate the current 
cost spiral. Cost control and quality improvement must be part of 
the solution. New approaches are necessary. 

We strongly support the use of organized delivery systems and 
managed care, as they are showing that controlling costs is compat- 
ible with improving quality. Organized delivery systems consist of 
physicians, hospitals and others tied together by a commitment to 
deliver services effectively and efficiently to a given population. 

The organization and its providers commit to continuous quality 
improvement to the delivery of services and, more importantly, the 
health status of the population being served. 

Competition among these systems for contracts with employers, 
insurers and the government will force them to deliver care in ever 
more effective ways. 

Public policy should encourage the development and use of orga- 
nized delivery systems, particularly to improve access for the cur- 
rently uninsured. Large employers are using this approach for 
their employees, including senior management. We are not advo- 
cating something for others that we are not willing to use our- 
selves. 

For Ameritech, this means building on those aspects of our cur- 
rent plan which have contributed to lower than average growth in 
costs. This includes using the medical management and negotiated 
provider reimbursements of our local Blue Cross plans. Under the 
current plan. Blue Cross reviews medical care received by our em- 
ployees and their dependents. Elective hospital admissions and a 
growing number of outpatient procedures are reviewed prospective- 
ly for their appropriateness and for the site of that service. AH hos- 
pital admissions are reviewed for appropriateness of continued 
stay. 

Organized delivery systems and managed care improve patient 
care as well as controlling expenses. Recently, physicians recom- 
mended hysterectomies for several Young women who were benefi- 
ciaries in our plans. These women were referred to other physi- 
cians by Blue Cross nurses and underwent nonsurgical alternative 
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treatments. These treatments alleviated their problem and allowed 
them to become first-time mothers. 

Our plan also provides employees the option of a preferred pro- 
vider network. These providers have agreed to accept negotiated 
fee schedules and, more importantly, to voluntarily adhere to medi- 
cal management programs. This program has helped to control the 
growth in provider reimbursements in our plans. The plans cover 
prenatal care, well child care, and a select group of early detection 
services for adults including mammography and home health care 
benefits. These should have a positive payback, although over the 
longer term. 

But we cannot rest on our past successes. Looking into the future 
we predict increasing health care costs and increasing trend rates. 
We need to control costs, but not shift these to our employees or 
jeopardize the quality of their care. 

We recently announced that employees will be offered a new 
plan — an open-ended HMO or point of service plan. We have con- 
tracted with Blue Cross to offer a network of providers to eligible 
employees. Individuals will choose a personal care physician re- 
sponsible for the coordination of primary and specialty care. Indi- 
viduals can use the physician or hospital of their choice, but there 
will be incentives to use those participating in the network. 

Blue Cross provides the systems necessary to manage cost, utili- 
zation and the quality of service, and is accountable to the compa- 
ny for their performance in this regard. 

This approach is the first step toward the widespread adoption of 
organized delivery systems. It binds together the employer, the 
managed care intermediary and the providers to find common solu- 
tions to the problems of cost, quality and access. There will be a 
decreasmg need for employers or others acting on their behalf to 
police the practice of medicine. The providers will be performing 
this role as a part of their contract and their belief in the need for 
peer oversight. 

Laws encouraging utilization review, selective contracting ar- 
rangements, and other managed care approaches will help the suc- 
cess of organized delivery systems. This is a particular concern at 
the State level. 

We see other ways for government to facilitate this transition; 
these have been included in our written statement. 

In closing, I would like to thank you again for the opportunity to 

testity and to offer our assistance to the members of the committee 

and your staff in better understanding our approach to health care 

management In addition, we would be pleased to work with you 

atin ''"s^'^ess organizations in which we have been partici- 

Thank you. 

l«r^J^^^!!''J^^'^^%- ^^"' ^^^""^ r°" ^^^ "^"'^h. I think it is particu- 
i^« LTk K °'" 1^""?°".^ '^,^° represents some 250,000 employ- 
ees and have been able to do this and is also interested in expS 

somTqueSns '" '^°'^°^'^y important, and we'll come bacft 

Thank you. 

[The prepared statement of Ms. Thornton follows:] 
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Prepared Statement of Martha L. Thornton 

The Federal Government should encourage the development and use of organized 
delivery systems as the preferred way to offer quality medical C£tre and to control 
rising he^th care costs. New private sector approaches, such as organized delivery 
ssrstems bring employers, employees, and health care providers together in a cooper- 
ative effort. 

Organized delivery systems consist of physicians, hospitals, and others linked by a 
commitment to deliver quality medical services to a particular group, such as a com- 
pany's employees. This sjrstem unites the employer, the managed care intermediary, 
£ind the health care providers to find common solutions to the problems of cost, 
quality, and access to care. 

Ameritech, a large communications company, headquartered in the Midwest, has 
adopted a managed health care plan, one type of organized delivery system. Our 
plan encourages employees to choose from physicians and hospitals in a network of- 
fered by the company s health plan administrator. Preferred providers agree up 
front to negotiated fees and certain medical maneigement programs. Employees 
using these preferred providers are able to minimize their out-of-pocket medical ex- 
penses. 

Ameritech's managed care plan has allowed the company to improve patient care 
and to realize below average growth in health care costs without shifting costs to 
employees. 

The public sector has a vital role to play in helping provide health coverage to all 
Americans. Laws encouraging utilization review, selective contracting arrange- 
ments, and other managed care approaches will help the development of organized 
delivery sjrstems. The Federal Government should increase its support of the evalua- 
tion of new and existing medical technologies, as well as fund research and act as a 
Clearinghouse for research results from the private sector. The government can 
help develop treatment guidelines for needed reform of the medical malpractice 
system. Government should remain the primary payer for the elderly through the 
Medicare program. 

Enhancements to the existing health care delivery system should build upon the 
present emplos^ment-based system. Federal policy should not attempt to find a 
single approach to apply to all areas of the country, all population groups, or all 
medical marketplaces. As we find with our own company, there are differences, and 
we must provide choices to people. 

INTRODUCTION 

My name is Martha Thornton, Senior Vice President, Human Resources for 
Ameritech. I appreciate your invitation, Mr. Chairman, to appear before this com- 
mittee on an issue of vital national concern, and to present the views of Ameritech 
on the heedth care cost problem facing American businesses. 

Ameritech is one of the seven regional communications compsinies formed as a 
result of the breakup of the Bell System. In 1989, our net income was $1.2 billion. 
The company has 76,000 active employees, predominantly in five states: Illinois, In- 
diana, Michigan, Ohio, and Wisconsin. In addition, we have 45,000 retired employ- 
ees. Ameritech provides medical coverage to all active and retired employees, and 
their dependents, approximately 250,000 people in total. 

Our employee population has some interesting characteristics. It is an older work 
force, with an average age of 41.4 years. The average employee has 17 years experi- 
ence with the company. Retirees leave the company with 32 years of service, on av- 
erage, and at an average age of 57 years. 

Tliese service characteristics, combined with our commitment to provide medical 
benefits, makes management of medical benefits a priority for us. 

In 1989, the company spent $337 million on health care, of which almost $100 mil- 
lion was for retirees and their dependents. Total expenses were 13.3 percent more 
than in 1988. For the 5-year period ending in 1989, our annual increase averaged 
10.4 percent, which represents less of an increase than for many other employers 
and general insurance industry trends. 

We have accomplished this by focusing on the effectiveness of our expenditures 
and not shifting costs to our employees. We have had the cooperation of our employ- 
ees and the two unions which represent many of our employees, the Communica- 
tions Workers of America and the International Brotherhood of Electrical Workers. 

Ameritech has been actively involved in health care policy issues for several 
years. At the federal level, we are represented on the Board of the Washington 
Business Group on Health. As part of that group, we testified before Rep. Waxman's 
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health subcommittee about proposed changes to the federal Health Maintenance Or- 
ganization (HMO) Act. We are also active in the National Association of Manufac- 
tureXthe U.S. Chamber of Commerce, and the National Leadership Coalition for 
Health Care Reform. 

THE PROBLEM OF ACCESS 

The annual increases faced by some companies have forced them to curtail health 
care coverage. State governments have tightened both eligibility requirements and 
reimbursement levels for public programs. These actions reduce access for the poor. 
Changes in Medicare reimbursement policy have placed a greater financial burden 
on the private sector through cost shifting. This is a hidden tax burden on the sick 
and those paying for care, which is not spread equitably across all taxpayers. As 
coverage becomes more difficult to obtain, care does as well. , ^. . 

Providing residents of this country with adequate health care protection is a 
policy goal which Ameritech fully supports. Achieving this goa is a complex matter 
involving a number of distinct but interrelated issues such as the extent of coverage 
available, the quality of care, and financing of care for the poor, to name a few. 
Although it is necessary to focus separately on each issue when developmg legisla- 
tive initiatives, it is equally important to place the interrelationships into the broad 
context of competing national goals. i. j i.- i 

Ameritech believes that employment-based approaches are the preferred vehicle 
to expand coverage. While employers can help employees, the ultimate responsibil- 
ity must rest with the individual. We know from other employers that even in the 
presence of a plan provided and primarUy funded by the employer, some employees 
choose to forego coverage. Employers should not be penalized for choices made inde- 
pendently by employees. j . j. 

We must find ways to make coverage affordable for smaller employers and mdi- 
vidual purchasers of health care plans. In particular, small groups must be able to 
benefit from the managed care programs available to larger groups. In addition, the 
many state laws which mandate coverage for particular classes of providers or treat- 
ments must be reviewed. Many of these mandates add to the cost of coverage with- 
out adding commensurately to the benefits to be gained. 

To expand access to private plans for individuals not presently covered, we should 
be prepared to subsidize low-income groups to help ease the burden for them to pur- 
chase health coverage. In addition, individuals and unincorporated businesses must 
receive the same tax exclusion for medical benefits as for incorporated businesses. 

Health care cost control has been an elusive goal for government, employers, 
labor, and individual consumers. We are all part of the problem, therefore we must 
be part of the solution. 

Increasing access is very important, but cannot be discussed without attention to 
cost and quality of care issues. 

ORGANIZED DELIVERY SYSTEMS — CONTROLLING COST AND IMPROVING 
ACCESS AND QUAUTY 

The existing medical delivery system is highly fragmented among various tj^pes of 
providers and sites of care. This inhibits coordination of services to patients, as 
there is no central person or organization taking full responsibility for manetging all 
that occurs during a particular case." Most importantly, quality management and 
quality improvement activities cannot be carried out effectively under the current 
fragmented system. This is particularly true of care occurring in physician offices. 

The Federal Government should encourage the development and use of orgEinized 
delivery systems as the preferred way to deliver medical care and medical benefits. 
Such systems would be expected to supplant the current, fragmented regime. 

Organized delivery systems consist of physicians, hospitals, and others tied togeth- 
er by a commitment to deliver services effectively and efficiently to a given popula- 
tion, such as employees of a company, or beneficiaries of a government program. 
The organization and its providers commit to continuous quality improvement 
aimed not just at the delivery of services, but, more importantly, aimed at improv- 
ing the health status of the population being served. 

Ameritech and many other national employers are heading in this direction, as 
are the national insurers, Blue Cross plans, and others. It is also the direction that 
public programs should be moving. 
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For Ameritech, it means building on those aspects of our current plan which have 
contributed to lower than average growth in costs. This includes using the medical 
management and negotiated provider reimbursements of our local Blue Cross plans. 

Under the current plan, Blue Cross reviews medical care received by our employ- 
ees and their dependents. All elective hospital admissions are reviewed prospective- 
ly for appropriateness of the procedure and for the site of service. All admissions, 
whether urgent or elective, are reviewed for appropriateness of continued stay while 
the patient is hospitalized. 

While control of hospital usstge is important for cost control, quality is also of con- 
cern. Patients receive valuable assistance selecting personedly appropriate treat- 
ments and procedures. 

Organized delivery sjrstems improve patient care as well as help control expenses. 
For example, recently, physicians recommended hysterectomies for several Young 
women who are beneficiaries of our plan. These women were referred to other phy- 
sicians by Blue Cross nurses and underwent non-surgical alternative treatments. 
These treatments alleviated their problems, and allowed them to become pregnant 
and first-time mothers. Had they followed the original surgical recommendation, 
pregnsmcy would not have been possible. 

Our plan also provides to employees the option of using a preferred provider net- 
work, which gives employees financial incentives to use selected physicians and hos- 
pitals. These providers have agreed to accept negotiated fee schedules, and to volun- 
tarily adhere to medical management programs of Blue Cross. This program has 
helped control the growth in provider reimbursements of our plans. 

TTie plan covers pre-natal care, well child care, and a select group of early detec- 
tion services for adults. These should have a positive payback, although over the 
long term. 

We cannot rest on past success. We recently announced that employees will be 
offered a new plan — called an open ended HMO or Point of Service plan. This type 
of plan is becoming increasingly popular among large employers. National insurers. 
Blue Cross plans, or large health maintenance organizations, put together networks 
of providers, and the sjrstems necessary to manage cost, utilization, and quality of 
services rendered to eligible individuals. While individuals have the option of using 
the physician or hospit^ of their choice, there will be incentives to use those partici- 
pating in the network. 

The physicians, hospitals, and ancillary providers are chosen according to criteria 
which examines their qualifications, such as Board certification, and their agree- 
ment to participate in medical management and quality improvement activities. 
The physicians, in particular, must be willing to have their office practices scruti- 
nized by the networks. 

This approach is the first step towards the widespread adoption of the organized 
delivery systems referenced earlier. It binds together the employer, the managed 
care intermediary and the providers, to find common solutions to the problem of 
cost, quality and access to care. There will be less need for employers, or others 
acting on their behalf, to police the practice of medicine of participating physicians, 
or the delivery of services in hospitals. The providers will be performing this role as 
part of their contract, and their belief in the need for peer oversight. 

Organized delivery systems and managed care should be made available to small- 
er employers and be adopted for government programs as well. 

Ameritech's senior management believes that these systems will enable us to 
better control our cost growth into the future without shifting costs to our employ- 
ees. At the same time, our employees will have access to quality medical care and a 
quality bene^t package. 

A NEW MODEL OF CONSUMER CHOICE 

The rise of organized delivery systems will allow employers to offer benefits pro- 
grams which can be cost effective, yet promise better quality of care than the cur- 
rent fee-for-service system. 

Employees will be able to choose from systems pre-selected by their emplbyer. 
Employers will use competition among competing delivery systems to maximize the 
value of our expenditures and those of our employees. The competition to satisfy the 
employer and the employee will stimulate innovation and improvement of the deliv- 
ery of care and the delivery of medical benefits. 

Choice will not be the freedom to select from any and all plans or providers in a 
community, but from a smaller group pre-selected by one's employer, trust fund, or 
government program. This new concept of choice will be the only way to assure a 
balance of cost control, access, and qusdity of care. 
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THE ROLE OF GOVERNMENT 

Government's primary role should be the creation of a legislative and regulatory 
structure which encourages certain activities and inhibits others, consistent with de- 
sired social policy. The Federal Government must set the parameters and ground 
rules within which we operate. Other principles of the government s role should m- 
clude the following: . , ^. ^ j 

Laws encouraging utilization review, selective contracting arrangements, and 
other managed care approaches will help the development of organized delivery sys- 

Govemment should not micro-manage the health care delivery system or the ben- 
efits delivery system, except to protect the health and safety of the public. 

Government must continue to be the safety net for those without the financial 
means to access such plans. In addition, it should remain the primary payer for the 
elderly through the Medicare program. As stated earlier, we support the use of pri- 
vate health plans as the vehicle to expand coverage, and therefore access. 

Government programs should be financed appropriately. Financing should be ex- 
plicit and widely based. Use of taxes or surcharges on those with medical plans, 
such as premium taxes, or taxes on medical services, should be eliminated. This in- 
cludes use of "All Payer" systems which place surcharges on hospital or physician 
bills to pay for uncompensated care. 

Government must purchase health care, such as is done by the private sector. It 
should not shift its financial responsibilities to the private sector, nor should it use 
its legislative powers to systematically underpay providers. 

Information is critical to appropriate decision-making, whether one is looking at 
an individual patient, or at a given population. We need to build on the efforts 
being made in various states to collect, analyze, and disseminate information about 
the Price, utilization, and quality of care. These data should be from public and pri- 
vate purchasers. 

The Federal Government should increase its support of the eveduation of new and 
existing medical technologies. Technology should be defined in its broadest sense: 
equipment, pharmaceuticals, and procedures or techniques. 

Technology evaluation includes development of practice guidelines or practice pa- 
rameters. Tliese can assist physicians and other providers of services to determine 
what works, or doesn't work, for particular diseases in particular patient groups. 
Put into language understandable by the patient, better individual decision-making 
could result. 

Government support for technology evaluation studies can help determine which 
technologies would be disseminated to the community, as well as which would be 
withdrawn. In addition, payers can apply the information when making reimburse- 
ment decisions. 

The government can help develop treatment guidelines for needed reform of the 
medical malpractice system. It hsts been shown in certain areas of the country th»t 
guidelines reduce malpractice premiums and the practice of defensive medicine. 

Federal initiatives should fund research as well as be a Clearinghouse of results 
from the private sector. This would include initiatives such as those undertaken by 
the American Medical Association and various medical specialty societies. 

It could also include projects like the planned trial of the Outcomes Management 
tools championed by Dr. Paul Ellwood. The trial is being conducted by a consortium 
of large national managed care firms and national employers, including Ameritech. 
This tool evaluates the effects of medical interventions by measuring the chsmges in 
a patient's ability to carry out his or her normal daily activities. From this, we will 
be able to determine whether the intervention improved, maintained, or decreased 
the patient's quality of life. 

Federal policy should not attempt to find a single approach to apply to all areas 
of the country, all poulatl on groups, or all medical marketplaces. As we find 
within our own company, there are differences, and we must provide choices to 
people. 

CONCLUSION 

Increasing access to medical care through increased access to medical coverage is 
a goal fully supported by Ameritech. We believe that the business community wants 
to cooperate in the development of solutions which can improve the current situa- 
tion. At least in the short term, we expect this will require increased public and 
private expenditures. 
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Access must not be deedt with in a vacuum. Additional reimbursement dollars 
without any cost controls will exacerbate the current cost spiral. Increased access 
cannot be accomplished independent of changes to the delivery of care, and without 
regard to the cost and quality of that care. 

Cost control and quality improvement must be part of the solution. 

Cost control is important for us and for all American industry as we compete here 
and abroad for business. While health care is an expense, it can also be viewed as 
an investment in our human resources. A productive work force is important, and 
effective health care contributes to building this competitive asset. 

New approaches, such as organized delivery systems, bring the interested parties 
together in a cooperative effort. They do not put employers, government, or other 
third parties in the role of police officers trying to locate and root out bad apples. 
Organized delivery systems are showing that controlling costs is compatible with im- 
proving quality of care. 

Public policy must encourage the development and use of organized delivery sys- 
tems, which should be the preferred means to improve access for the currently unin- 
sured. Large employers are using this approach for their employees, including 
senior management. We are not advocating something for others that we are not 
willing to do ourselves. 

The success of organized delivery systems, and cost control in general, will depend 
on a body of knowledge about the effectiveness of various medical interventions, or 
the lack thereof. Increased government support of research in this area, and dis- 
semination of results, will be critical. 

Government must not use its legislative powers to shift its financial responsibil- 
ities onto others. Continued government underfunding of programs, inadequate pro- 
vider reimbursement, and attempts to micro-manage health care delivery will un- 
dermine the private sector's efforts to provide quality health care to employees. We 
urge use of the same health care purchasing techniques for government benefici- 
aries as are used in the private sector. 

In closing, I would like to thank you again for the opportunity to testify, and to 
offer our assistance to the members of the committee, and your staff, in better un- 
derstanding our approach to health care memagement as weU as general trends in 
the business community. In addition, we would be pleased to work with you through 
the business organizations in which we have been peu-ticipating. 

The Chairman. Ms. Shearer. 

Ms. Shearer. Mr. Chairman and members of the committee, 
Consumers Union appreciates the opportunity to present our views 
on the issues of increasing access to health care to all Americans. 
Consumers Union believes that these two issues should be very 
high on the domestic policy agenda of the 102nd Congress. I'd like 
to mention that with me today is Linda Lipton, our legislative 
couns^. 

Consumers Union has supported the principle of extending 
access to high quality health care to all Americans for over 50 
years. Consumer Reports recently published a two-part series, "The 
Crisis in Health Insurance", in the August and September 1990 
issues. The reader response to this series has been overwhelming. 
Many readers wrote in to tell their own personal and compelling 
stories about health insurance problems. 

Perhaps the most important point I can make today about the 
health care access problem is that it is a problem that affects ev- 
erybody in this country. Everybody — rich and poor, employed and 
unemployed, male and female. Young and old — is at risk of being 
without health insurance. Even those of us who feel that our em- 
ployer-provided policies protect us well could be just one illness or 
one accident away from losing both our health insurance and our 
savings. 

The absence of universal access to health care hurts middle 
income consumers severely. Our article tells a story of a 47 year- 
old man in San Diego who went from a gainfully-employed, well- 
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insured law firm partner to a disabled accident victim with sub- 
stantial gaps in health insurance coverage. 

The middle class can be affected in many other ways as well. 
Since many employers have dropped or cut back on their health m- 
surance benefits, many relatively well-paid employees, especially of 
small firms, may lack access to an affordable health insurance 

^"consumer Reports tells the story of a small employer in Califor- 
nia whose health insurance premium doubled in 1 year with pre- 
miums for one employee of over $10,000 per year. Over half of the 
non elderly population without health insurance are working 
adults, and the spiraling health care costs are leading to high pre- 
miums that force the middle income consumer, both employees of 
firms and the self-employed, to drop coverage in too many cases. 

Health conditions of some employees lead employers to either be 
locked into existing health insurance policies or to face difficult-to- 
accept exclusions from new policies. Other middle income consum- 
ers are affected because they are locked into their present jobs. 
Pre-existing health conditions and the fear of losing increasingly 
important health benefits keep them from being able to change 
jobs. 

Also, working Americans can lose their health insurance when 
their employer goes out of business. 

The lack of health insurance affects people's health and often 
has deadly results. Consumer Reports told the sad story of a man 
who died of malignant melanoma after treatment was delayed be- 
cause he had to Delay going to the doctor since he couldn't afford 
to pay another bill. He was not eligible for insurance from his em- 
ployer until he had been on the job for a year. 

In response to the Consumer Reports articles, one readfer with an 
annual income of $11,000 wrote that a hospital would not perform 
his wife's needed cancer operation because of his inability to pay 
$7,000 up front. 

Consumers Union supports a national health care program that 
provides universal access to high quality health insurance. Numei*- 
ous proposals for how to solve the health access problem have been 
put forward. We have concluded that the best approach that could 
provide both universal access to high quality health care while con- 
trolling costs is the Canadian health care model. 

The second issue I would like to address is long-term care, a key 
component of the country's health care crisis. Consumers Union 
does not believe that the private long-term care insurance market 
is capable of solving the Nation's long-term care problem problem 
that leads to poverty for many Americans. We support a social in- 
surance solution to long-term care. 

We believe that the private market cannot be expected to solve 
the Nation's long-term care problem for a number of reasons. Com- 
panies reject as many as 30 percent of applicants — those with 
higher-than-average health risks. Policies are expensive, costing up 
to $100 per month for a 65 year-old and much more for older appli- 
cants. Policies often restrict benefits for certain types of care such 
as custodial care, and consumers seldom understand the implica- 
tions of the fine print in the contracts. 
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Failure to adequately protect against inflation is another major 
flaw of most policies. Another problem is the typical company 
policy of not providing a refund in the event that a policyholder 
discontinues the policy. 

The private market is not well-suited to insuring the long-term 
care needs of people under age 65. Another deficiency of the 
market is unfair pricing practices. Most long-term policies are so- 
called "level premium" policies. This doesn't mean that the premi- 
ums will remain level; it means that premiums will not automati- 
cally increase each year as the policyholder ages. This amounts to 
a "bait, lock-in and switch" for consumers who are forced to make 
a purchase decision without knowing the costs in future years. 

Unscrupulous insurance company and agent practices have also 
created major problems for consumers. 

All of these considerations affect the appropriateness of private 
long-term care insurance for individual consumers. From a public 
policy perspective, however, there is one overriding consideration 
that affects whether the private market can solve the problem — af- 
fordability. Very few Americans can afford to buy a long-term care 
policy, especially if it includes the consumer protections that we be- 
lieve are essential. 

Consumers Union believes that the government needs to take an 
active role in solving the long-term care problem. In my statement 
I have outlined the parameters that we believe should guide a 
social insurance program. 

When Consumer Reports looks at the Nation's health care 
system in the year 2000, we hope that the 102nd Congress will be 
commended for designing a system that assures high quality health 
care for all Americans. 

Thank you very much for the opportunity to testify. 

[The prepared statement of Ms. Shearer follows:] 

Prepared Statement of Gail Shearer, Manager, Policy 
Analysis, Consumers Union 

Summary of Consumers Union's testimony on Financing op Access to Health 
Care and Long-Term Care 

Consumers Union strongly supports a progrsun that provides universal access to 
high quality health care. 

— All Americans — the poor, the middle class, the well-to-do — are at risk of being 
without health insursmce. Even healthy individuals with employer-provided 
health insurance could be an accident or an illness away from personal bank- 
ruptcy. 

— The lack of adequate hesilth insurance can have serious health consequences 
and can even lead to premature death. 

•^The health access problem has many dimensions including: the need to control 
the spiralling costs of health care; affordability of premiums; the incentives that 
insurance companies have to deny coverage for high health risks; cost shifting 
that increases the cost of health insurance to cover the cost of unpaid hospital 
care; exclusions for pre-existing conditions; financial barriers that prevent pre- 
natal and other important preventive care; the inability of the private market 
to deal adequately with small employers. 

— Elements of a successful approach to expanding heEilth access include: universal 
access; progressive financing; built-in cost-containment and quality-control; and 
elimination of administrative waste. 

Consumers Union has major concerns about the ability of the private long-term 
care insurance market to meet consumers' needs and supports a social insurance 
solution to the long-term care problem. 
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—Some key problems with the private market include: availability to people with 
existing health conditions; fine print that restricts benefits; use of "gate-keep- 
ing" techniques such as "prior hospitalization" that severely limit protection; 
failure to protect adequately against inflation; inability to provide protection to 
children and Young disabled adults; incentives for companies to underprice 
their so-called "level premium" policies in the early years; unscrupulous prac- 
tices such as "post-claims underwriting" when companies check a policyholder's 
medical history only after a claim is filed; and inability of the private market to 
protect a large share of the population because of the high cost of policies. 
—Parameters to guide the ideal long-term care program include: coverage to pro- 
tect people of all ages; progressive financing; comprehensive and universal cov- 
erage; a self-funding requirement; minimization of administrative costs; cost 
sharing that does not impose undue hardship; built-in cost control and quality 
control; equitable cost-sharing between generations; effective regulation of the 
private market; and minimization of public costs while meeting consumers' 
needs. 
Mr. Chairman and Members of the Committee, Consumers Union' appreciates the 
opportunity to present our views on the issues of increasing access to health care 
and long-term care to all Americans. We salute the tireless efforts of the Chairman 
over several decades to improve access to hesdth care. Consumers Union has en- 
dorsed many health insurance bUls that bear your name. My written statement ad- 
dresses first the issue of access to health care and second the issue of long-term 
care. These two issues should be very high on the domestic policy agenda of the 
102nd Congress. 

Access to Health Care 

Consumers Union has supported the principle of extending access to high quality 
health care to all Americans for over 50 years. In 1939, Consumer Reports noted 
that 40 million Americans received inadequate medical care and called for enact- 
ment of the Wagner National Health BUI, which would have been a "cornerstone 
for a national health program."^ This article concluded: "It has become obvious that 
the people of the country intend to see to it that the whole population shall benefit 
from the discoveries of modern medical science. The only question before the coun- 
tiy now is "how soon?" In 1946, Consumer Reports supported the Wagner-Murray- 
Dingell BUI, which would have established federal compulsory health insurance.* In 
1975, Consumer Reports published a comprehensive comparison of five proposals for 
"national health insuremce" and established five goals that a national health insur- 
ance plan must meet to serve the consumer interest.* Most recently. Consumer Re- 
ports published a 2-part series, The Crisis in Health Insurance, in the August 1990 
and September 1990 issues. (A copy of the recent articles is attached to my testimo- 
ny). The reader response to this series has been overwhelming. Many readers wrote 
to tell their own personal compelling stories about health insurance problems. 

As our recent series showed, the problem of inadequate access to health insurance 
is extremely complicated. Some of the highlights that merit emphasis include: 

All Americans are at risk of being without health insurance. Without a system 
that guarantees universal access to health insurance, everybody— rich and poor, em- 
ployed and unemployed, male and female. Young and old— is at risk of being with- 
out health insurance. Nobody is safe! Even those of us who feel that our employer- 
provided policies protect us well could be just one illness or one accident away from 
losing both our health insurance and our savings. Our August 1990 article tells the 
story of David Cur Now, formerly a partner in a San Diego law firm. He was in- 



<• t?"S"?®'^ Ft"'"'^,"' ? "°"P"fit membership organization chartered in 1936 under the laws 
ot the State ot New York to provide information, education and counsel about consumer goods 
and services and the management of family income. Consumera Union's income is derived solely 
trom the sale of Consumer Reports, its other publications and films. Expenses of occasional 
public service efforts may be met, in part, by nonrestrictive, noncommercial contributions, 
g-ants and tees. In addition to reports on Consumers Union's own product testing, Consumer 
Keports, vnth approximately 5 million paid circulation, regularly carries articles on health, 
product safety, marketplace economics, and legislative, judicial, and regulatory actions which 
commercial"™*'' ^ '^°'"'"^" Union's publications carry no advertising and receive no 

2 The Wagner Bill & Mr. Gannett," Consumer Reports, April 1939, p. 20 and "'By Popular 
Demand," Consumer Reports, February 1939, p.32. '^ ' •^ • *" "•" "O' i-uHuiar 

! »S"!?°"?^7 i,n,Medicine?," Consumer Reports, April 1946, Pp.llO-lU. 
« National Health Insurance: Which Way to Go?*^ Consumer Reports, February 1975, Pp. 
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jured in an accident, when (while riding his bicycle) he was struck by an uninsured 
motorist. While his insurance carrier paid most of his bills (which totaled nearly 
$250,000), he has considerable outK)f-pocket costs for home-health aide services he 
needs every day. But before long, his health insurance benefits will run out. Eventu- 
ally he will qualify for Medicare because of his disability, but he will be unable to 
get coverage for expenses not covered by Medicare. If he is able to return to work, it 
is not very likely that he will find a firm that has an insurance company wiling to 
accept a less-thtin-perfect health risk. 

Inadequate access to health care is a major problem facing the middle class. 
While there is growing understanding that a large percent of the poor have inad- 
equate health insurance and limited access to health care, recognition that the 
health access problem is a major problem for the middle class is more recent. The 
case above of a law firm partner shows how an accident can suddenly create a 
health insurance problem for someone who not long ago waish a gainfully employed 
hesdthy person. "Die middle class can be affected in many other ways as well. Since 
many employers have dropped or cut back on their health insurance benefits, many 
relatively well-pedd employees, especially of small firms, may lack access to an af- 
fordable heedth insurance policy. Consumer Reports tells the story of a small em- 
ployer in California whose health insurance premiums doubled in one year, with 
premiums for one employee of over $10,000 per year. Over half of the non-elderly 
population without health insurance are working adults. And the spiralling health 
care costs are leading to high premiums that force the middle income consumer — 
both employees of firms and the self-employed — to drop coverage in too many cases. 
Consumer Reports noted that 48 percent of the low-W£ige members of the Service 
Employees International Union (whose members are hospital workers, janitors, and 
government employees) were offered insurance but turned it down because they 
could not afford the premiums. Health conditions of some employees, like Kay Nich- 
ols (who, at age 38, hsis glaucoma) lead employers to be either locked-into existing 
health insurance policies (unable to shop around for a lower-priced policy) or to face 
difficult-to-accept exclusions from new policies. Other middle income consumers are 
affected because they are locked-in to their present job; pre-existing health condi- 
tions and the fear of losing increasingly important health benefits keep them from 
being able to change jobs. Also, working Americans can lose their health insurance 
when their employer goes out of business. 

The lack of heedth insurance affects people's health and often has deadly results. 
Consumer Reports told the sad story of John Andrusyshyn who died of a malignant 
melanoma, after treatment was delayed because he delayed going to the doctors 
since he could not afford to pay another bUl. He was not eligible for insurEuice from 
his employer untU he had been on the job for a year. There are many tragic exam- 
ples of family tragedies of premature births that could have been prevented by ade- 
quate prenatal care. In response to Consumer Reports articles, one reader (with an 
annual income of $11,000) wrote that a hospital would not perform his wife's needed 
cancer operation because of his inability to pay $7000 front. 

The health care problem has many dimensions. As the Members of this Commit- 
tee know too well, the health access problem has many dimensions, including: the 
critical need foi- controlling costs, the present incentives for the private market to 
reject high risks and to dramatically increase premiums for groups with high 
claims, cost shifting (which transfers the $8 billion cost of unpaid hospital care to 
health insurance premiums paid by employers and their employees), affordability, 
special problems facing small groups, exclusions for pre-existing conditions, finan- 
cial barriers that keep pregnant women from getting pre-natal care, and incentives 
for doctors to seek advice on creative bill coding in order to circumvent ceilings on 
reimbursement levels. 

It is especially troubling that many Americans painfully become educated about 
the inadequacies of our health care system when they already have major problems 
on their hands: a severe accident, an acute illness, the development of a chronic 
health condition, the loss of a job. It seems especially unfair to burden people with 
what amounts to an unsolvable problem for them just when they are facing other 
major crises. 

Consumers Union supports a national health care program that provides univer- 
sal access to high quality health insurance. Numerous proposals for how to solve the 
health access problem have been put forward. Consumer Reports concludes that the 
best approach that could both provide universal access to high quality health care 
while controlling costs is the Canadian health system model. We urge this Commit- 
tee to give this approach serious consideration. Elements of a successful approach to 
expanding health access include: 

— Access should be universally available to all Americans; 
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—Financing should be progressive; 

—Cost containment must be buiMn to the system; 

—Administrative waste should be eliminated; and , . ^ ^, 

-Mechanisms to ensure quality of care must be integrated mto the system. 

During the past 50 years, health care expenses (as a percent of gross national 
product) have grown rapidly. In 1940, national health expenditures were 4.0 percent 
of GOP= Thelercent Rose to 8.3 in 1975, and to 11.1 m 1987.« The corresponding 
figure (in 1986) for Britain is 6.2 percent, for Canada is 8.5 percent, and for Germa- 
ny is 8 1 percent' If present trends continue, health care will consume 15 percent of 
GOP in the year 2000.^ It is clear that waiting longer is not gomg to m^e the prob- 
lem any easier to solve. This is not a problem that will go away by itself if Congress 
fsiils to act. 

Long-Tbrm Care 

The second issue that I would like to address is long-term care, a key component 
of the country's health care crisis. In May 1988, Consumer Reports rated 53 private 
long-term care insurance policies The October 1989 issue of Consumer Reports up- 
dates the earlier article In January 1989, Consumers Union issued the report: Long- 
Term Care: Analysis of Public Policy Options, which analyzes many of the issues 
that this Commission is addressing. I have submitted copies of the articles Mid the 
report for the record. In May, Consumer Reports plans to publish a comprehensive 
new analysis of how the private long-term care policies are evolving. We will pro- 
vide the updated report to the Committee as soon as it is available. 

In my testimony, I will describe many of the reasons why Consumers Union does 
not believe that the private long-term care market is capable of solving the nation's 
long-term care problem. I will also present some of the key reasons why Consumers 
Union supports a social insurance solution to long-term care and ten consumer-ori- 
ented parameters that should guide the Congress. 

Role of the Private Long-Term Care Insurance Market. Consumers Union believes 
that the private market can not be expected to solve the nation's long-term care 
problem for a number of reasons. Companies reject as many as 30 percent of appli- 
cants, those with higher than average health risks. Policies are expensive, costing 
up to $100 per month for a 65-year-old, and much more for older applicants. Policies 
often restrict benefits for certain types of care {e.g., custodial), and consumers 
seldom fully understand the implications of the fine print in the contracts. "Gate- 
keeping" techniques, whose role is to screen worthy beneficiaries from those who do 
not qualify for benefits are imperfect; while many policies are turning away from 
"prior hospitalization" requirements (which had the effect of densdng protection to 
roughly 60 percent of nursing home entrants), many are using "activity of dsdly 
living" (ADL) screens. ADL's look at a patient's ability to perform routine daily ac- 
tivities such as eating and bathing. Even ADL's are far from perfect. One problem 
with ADL's is that many people with Alzheimer's disease do not have serious ADJj 
limitations. Another problem is that definition and measurement of ADL's can vary, 
resulting in a large variation (45 percent) in how many people in a community with 
serious ADL limitations actually qualify for a policy.' 

Failure to adequately protect against inflation is another major flaw of most poli- 
cies. While more companies offer an inflation rider now than in 1988, many of the 
riders are limited. We do not believe that policies with modest (but limited) benefit 
increases protect adequately against inflation. For example, a policy with a 5 per- 
cent per year increase for 10 years (less if the policyholder reaches a certain age) 
leaves a 20-year policyholder with inadequate protection against high inflation 
levels. A 7 percent per year inflation rate in policy years 10 through 20 would cut 
the policy benefits in "real" terms in half. 



' Robert R. Henderson, M.D, Health Care in the United States, Metropolitan Insurance Com- 
panies, 1982, p. 15. 

' Source Book of Health Insurance Data, Health Insurance Association of America, 1989, p. 49, 
quoting U.S. Department of Health and Human Services, Health Care Financing Administra- 
tion, Health Care Financing Review, Winter 1988. 

' Ibid., p. 48. 

» For the Health of a Nation: A Shared Responsibility, Report of the National Leadership 
Commission on Health Care, Health Administration Press Perspectives, Ann Arbor, Michigan, 
1989, p. 3. 

' Joshua M. Wiener, Ph.D., "Standards for Private Long-Term Cared Insurance; How Tough 
and Whose Job?," Testimony before the Subcommittee on Health, Ways and Means Committee, 
U.S. House of Representatives, May 17, 1989. 
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Another problem is the typical company policy of not providing a refund in the 
event the policyholder discontinues the policy.'" Policyholders who drop their 
policy, perhaps to buy a better policy, are typically out of luck. We believe that pol- 
icyholders who drop their policy after a certain amount of years of paying premi- 
ums should be eligible for some sort of compensation (.e.g., a cash refund or a re- 
duced benefit), since early year premiums are used to subsidize later year risks. 

The private market is not well-suited to insuring the long-term care needs of 
people under eige 65. The Pepper Commission heard the compelling stories of a 
fanuly who struggles to meet the daily needs of a husband crippled by multiple scle- 
rosis and of a family whose chUd requires round-the-clock access to medical care be- 
cause of a birth defect. Long-term care insurance is unable to help families like 
these who are in need today, or other Young families who are at risk of having long- 
term care needs before the age of 65. 

Furthermore, the private market is expected to divert 40 to 50 percent (or more) 
of premiums collected to cover administrative and marketing costs, and profits. In 
contrast, the Medicare system spends 97 percent of revenues on benefits. 

Another deficiency of the private market is unfair pricing practices. Most long- 
term care policies are "level-premium" policies. This does not mean that premiums 
will remain level. It means that premiums will not automatically increase each year 
as the policyholder ages. Companies with "guaranteed renewable" policies are free 
to increase the soxalled level premium if they increase it for everyone else in the 
state with the policy. This amounts to "bait, lock-in and svntch" for consumers, who 
are forced to make a purchase decision without knowing the cost in future years. 
This leads to strange incentives for insurance companies. Companies have a strong 
incentive to underprice the policy initially in order to attract customers, and then 
raise premiums in later years, once consumers are locked in. 

Unscrupulous insurance company and agent practices have also created major 
problems for consumers. The October 1989 issue of Consumer Reports tells the story 
of three victims of the troubling practice of "post-claims underwriting" — the prac- 
tice of checking a policyholder's medical history only after a claim is filed, instead 
of when an application is taken. It is very difficult for a consumer to predict at the 
time of purchase whether the company is likely to honor a legitimate claim made in 
the future. 

All of these considerations affect the appropriateness of private long-term care in- 
surance for individual consumers. From a public policy perspective, however, there 
is one overriding consideration that affects whether the private market can solve 
the problem — affordability. Even under optimistic assumptions about people's will- 
ingness to buy policies, the Bookings Institution estimates that a fairly limited pri- 
vate insurance policy could be purchased by only 25 percent of the elderly by the 
year 2018 and that such coverage could make an insignificant reduction in Medicaid 
long-term care expenditures, reducing the number of nursing home patients whose 
expenses are covered by Medicaid by only 2.3 percent in 2018. '^ 

Therefore, we recommend that the Congress reject options that would promote 
private long-term care insurance by preferred tax treatment for individuals or by 
tax preferences. This tjrpe of approach would inevitably collect tax revenues from a 
broad range of income groups, and provide additional private long-term care insur- 
emce (with the limitations noted above) to relatively high income people. While Con- 
sumers Union is working with the National Association of Insurance Commissioners 
on their efforts to improve the regulation (and the performance) of the private long- 
term care market, we recognize that these private market is incapable of protecting 
a large percent of Americans. While improving the market will help a small 
number of consumers who are able to afford costly policies, it is crucial that Con- 
gress shape a long-term care program that will extend protection to people of all 
income levels and of all ages. 

Support for Social Insurance Long-Term Care Program. Consumers Union be- 
lieves that the government needs to tsike an active role in solving the long-term 
care problem. The parameters that should guide development of a social insurance 
program are: 

—The program should protect people of all ages; 
—The program should be financed progressively; 
— The program should be comprehensive smd universal; 
— The program should be self-funded; 



'° In insurance parlance, this issue is referred to as "nonforfeitures values.'' 
" Alice M. Rivhn and Joshua M. Wiener, Caring for the Disabled Elderly— Who Will Pay?, 
The Bookings Institution, 1988, p. 77 and p. 80. 
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— Administrative costs should be minimized; 

^Cost-sharing should be an integral part of the program, but should not impose 

undue hardship; 
— Cost control and quality control should be built-in to the program; 
— Costs should be shared equitably between generations; 

— Regulation of the private market should be effective and strictly enforced; and 
— Public costs should be minimized while meeting consumers' needs. 

Each of these parameters is explained in detaU in Consumers Union's January 
1989 report, Long-Term Care: Analysis of Public Policy Options. 

Consumers Union fervently hopes that this Congress will act decisively to provide 
all children' with access to health care, to assure that all pregnant women receive 
pre-natal care, to expand access to health care to all of the poor Etnd to people of all 
income levels, to prevent Americans of all ages from being impoverished by the high 
cost of nursing home or home health care needed on a long-term basis, to end the 
out-of-control spiralling of health care costs, to create a health care system that 
meets the differing needs of every American. Congress has considered proposals to 
address these concerns for at least the past 50 years. We look forward to working 
with this Congress to finally shape the solution to these problems. When Consumer 
Reports looks at the nation's he^th care system in the year 2000, we hope that the 
102nd Congress is commended for designing the system that assures access to high 
quality health care for all Americans. 

Thank you very much for the opportunity to testify today. 
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XHI 




INSUR^^Jffi 



In the U.S., the ticket to health care is insurance. If you 
are in good health and have a well-pa^ng Job witii a 
large firm, chances are you have a ticket, and your 
employer pays for it But if you work for yourself, have 
a low-paying job, or are sick, chances are you'll have to 
pay for the ticket yourself— if you can buy one at all. 

Tickets are becoming harder to get Between 31 mil- 
lion and 37 million people have no health insurance, 
either because they can't afford it or because insurance 
companies refuse to sell them a policy at any price. 

Others Ipse their tickets. People who once had insur- 
ance may suddenly find -themselves wthout it when 
employers discontinue health-care coverage or go out of 
business; or when insurance companies cancel policies 
or become insolvent 

Millions more have no protection against a cata- 
strophic illness. They may have some insurance, but 
lack coverage for the very conditions that will one day 
require unusually heavy expenditures. 

"If the employed population knew how vulnerable they 
were, they'd be xip in arms demanding national health 
insurance," says Bonnie Burns, a counselor with Califor- 



nia's insurance counseling progrmi. "Most of ftese peo- 
ple are three paydiecks away from disaster." 

TTie health-insurance crisis is a fairly recent phenome- 
non. At the beginning of World War II, few Americans 
owned a healtlvinsurance policy As recently as 1965, 
most had coverage only for hospital stays. The health- 
insurance system as we know it today evolved in the 
1960s and 1970s, Under that system, workers came to 
expect their employers to supply medical coverage for 
them, with employers and employees splitting the cost 

lliat worked well for a whOa More workers had 
health insurance, and their coverage broadened to 
include doctors' visits, prescription drugs, and even 
treatment for mental iUness. But now the system 
stitched together over the last 50 years is unravding, 
and people are being deprived of needed health care. 

In this, the first of a two-part report, we look at why 
people lose their health coverage, and we rate the major- 
medical and hospital-surgical policies that are available 
to individuals — a temporary remedy for some people. 
Part Two examines some possible cures for the health- 
msurancc crisis. 



WHO LOSES IT? WHAT HAPPENS? 
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coplc without health 
insurance include men 
and women who work 
for small businesses, the 
self-employed, part-lime workers, 
young people just starting their 
careers, the disabled, the divorced, 
and those taking early retirement 
but still too young for Medicare. 
Some of the uninsured are also 
poor. Medicaid, the Federal and 
state program that covers medical 
expenses for the indigent, currently 
pays the bills for only 38 percent of 
the nation's poor. 



People without health insurance 
may not get medical care. One mil- 
lion families each year try to obtain 
care when they are sick, but cannot 
afford to pay for it Even if they are 
not ill, people without insurance 
postpone preventive care until more 
costly treatment is necessary — or 
until it's too late. 

Two-thirds of all people with 
hypertension fail to have their dis- 
ease controlled, largely because 
they can't afford medications. Half 
of those with hypertension haven't 
seen a doctor within the past year. 



A Roper poll has found that the pro- 
portion of Americans going to doc- 
tors in any one month has fallen to 
a 15-ycar low. 

Women are particularly at risk. 
Uninsured women are mudi less 
likely than insured women to have 
screening tests for breast and 
cervical cancer or for glaucoma. If 
they are pregnant, they often do 
without prenatal care. Some five mil- 
lion women between the ages of 15 
and 44 are covered by private 
health-insurance policies that don't 
include maternity coverage. 
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Crisis: Deloycd core 



John Andrusyshyn worked in a 
Nevada casino. Three summers ago. 
he noticed a mole growing on his 
chest, but said nothing about h to his 
family. He could not afford to pay 
another bill, so he put off seeing a doc- 
tor. Andrusyshyn was not eligible for 
insurance from his employer until he 
had been at his job for a year; he 
couldn't afford his own coverage on 
the $880-a-month he was bringing 
home to support his wife, Karen, and 
two children, Laura and Nikolai (pic- 
tured at right ), 

Several months went by before 
Karen insisted he go to a doctor. 
Because dermatologists in Reno were 
booked up, three more months 
passed before a doctor examined him. 
By then, the mole had ulcerated, and 
John was so desperate for treatment 
he paid for the visit with a bad check. 

The diagnosis was a malignant melanoma that 
was already coursing through his body. By the 
time he underwent surgery, he was eligible for 
insurance from the casino. But K3iren had to 
scrape together $56 a week lo pay his share of 
the premiums, forgoing food and other necessi- 
ties. The policy covered the hospital bill, but not 
the $4000 surgeon's tee. On John's medical 
records, doctors noted: 'Patient has no money; 
we'll do the best we can." 

Soon afterward, the Andfusyshyns traded in 
their mobile home for a '62 Airstream trailer plus 
$1500 In cash, borrowed a credit card from a 
relative, and headed for Canada where John was 
born. As a Canadian citizen, he was entitled to 
free medical care. In Montreal, doctors tried vari- 
ous cancer treatments, including brain surgery, 
which he could not have paid tor in Nevada. But 
treatment came too late. Last (all, at the age of 
54, John Andnjsyshyn died. 

"Had we had the medical care available in 
Nevada like we have here, he would have said 
something lo me,' Karen says- "A little thing like 
an early diagnosis could have added lour o; five 
years to his life. That would have meant a lot to 
this family.* 




Lack of prenatal care translates 
into babies who are loo small when 
they are Iwrn and babies who die 
soon after birth. The U.S. trails 23 
other nations in the percentage of 
babies born with an inadequate 
birth weight and ranks 22nd in the 
rale of infant mortality, behind such 
countries as East Germany, Spain, 
and Singapore. 

Shifting the (ost 

When the uninsured arc able to 
obtain health care, everyone pays. 
Each year thousands of people are 
dumped into emergency rooms of 
public hospitals because private 
hospitals don't want paticnls who 
can't pay. 

In 1988, unpaid hospital bills 
totaled more than $8-billion, up 10 
percent fnym the previous year To 
recoup the costs of unpaid care, 
hospitals and doctors simply raise 
their fees to those who do pay — pri- 
marily Ihe private insurance carri- 
ers and the Federal government 

Such cost-shifting drives up the 
price of insurance, resulting in even 
more people who can't afford cover- 
age. In New Jersey, for example, 
every hospital bill now carries a 13 
percent surcharge, reflecting the 
hospital revenue lost lo unpaid bills, 
'llial, in turn, feeds into higher 
insurance premiums. 
3 



Cost-shifting accounts for about 
one-third of the increase in insurance 
premiums, which are rising as much 
as 50 percent a year. The coslof medi- 
cal care — which is increasing two lo 
three times faster than the rate of 
inflation — is responsible for the resL 

Umrffordable premiums 

The higher the price tag for insur- 
ance, the more people who go with- 
out it Firms with fewer than 100 
workers employ about one-third of 
the work force in the U.S., but only 
about half of them offer health 
insurance to their employees. Small- 
business owners say they have 
enough trouble staying aQoat with- 
out assuming the heavy burden of 
health-insurance premiums. 

Even when employers do offer 
coverage, not all their employees 
take it The Service Employees 
International Union, whose mem- 
bers are hospital workers, janitors, 
and government employees, found 
that 48 percent of il^ low-wage mem- 
bers were offered insurance but 
turned it down because they could 
not afford the premiums. In 1987, 
25 percent of the uninsured worked 
for very large employers, most of 
whom offered health insurance. 

People who want coverage and 
must buy it on their own have little 
choice but to pay what tlic insur- 
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ance company demands. In many 
instances, that can mean thousands 
of dollars each year. And premiums 
continue to rise dramatically 

Consider Stephen Beidner, a part- 
time worker at a California winery 
When he first took out a policy with 
a company called Osnsumers 
United Insurance in 1985, he paid 
$912 a year. By 1989, his premium 
had jumped to nearly $3600. 

In 1989, after Beidner had arthro- 
scopic surgery for a knee injury, the 
company hiked his premium a whop- 
ping 93 percent to $6900. After Beid- 
ner protested, the company reconsid- 
ered his case and let him raise his 
deductible from $100 to $1000. His 
new premium: $2177 a year. 

Less (Overage for many 

Beidner is hardly alone in having 
to settle for less coverage. Spiraling 
premiums also affect millions of 
people whose employers provide 
their health insurance. 

One major employee-beneCts sur- 



vey found that employers now ^nd 
an average of $2700 annually to cover 
each employee In many cases, 
employers are shifting some of those 
ever-increasing costs to their work- 
ers by requiring them to pay a 
greater share of the premium and a 
larger portion of their medical 
expenses through higher de- 
ductibles and copayments. Other 
companies, such as American Air- 
lines, try to reduce their insurance 
bill by refusing to cover preexisting 
health conditions for new employees. 
In 1984, Hewitt Associates, a ben- 
eGts consulting firm, found that 37 
percent of large employers paid the 
full premium for their workers. By 
1988, that Ogure was down to 24 per- 
cent- In 1984, 53 percent of large 
firms paid all hospital room-and- 
board charges for their workers; in 
1988, the figure was 29 percent 

Losing (overage 

About half of all large- and medi- 
um-sized firms try to trim their 



Crisis: Benefits end, (osts don't 




David Cumow, 47, was a partner in a San Oiago 
law firm. One Saturday, while riding his bicycle, he 
was struck by an uninsured motorist. After two 
months in intensive care, Cumow emerged a 
quadriplegic, paralyzed from the chest down. 

His law firm had selt-insured its employees' 
health coverage, agreeing to cover the first $7500 
of a worker's claim, and paying premiums lo an 
"excess-risk carrier* to cover the rest. 

After the first $7500 was paid, the carrier 
refused to pay its share of Curnow's bills. Months 
passed. Doctors, hospitals, and companies pro- 
viding necessary medical supplies dunned 
Curnow lor payment. 

Eventually the earner paid most of Curnow's 
bills, which totaled nearly $250,000. But he is still 
waiting to be reimbursed lor the services of the 
home-health aide he needs every 
day. The third-party administrator 
handling his case told him those 
services were covered, but so far, 
the cost — some $1500 each 
month — comes out of his pocket. 

Curnow has another problem — 
how to pay for his continuing medi- 
cal t}ills when insurance benefits 
from the law firm run out. If he 
doesn't work again, his disability 
will eventually qualify him for Medi- 
care. But he wilt still have no insur- 
ance for services Medicare doesn't 
cover. Nor will he be able to buy 
any. Companies usually don't sell 
Medicare -supplement policies to 
the disabled under age 65. If he 
goes back to work, he must find a 
job in a large law firni whose insur- 
ance company doesnt require 
employees to be in perfect health. 
If he opts for a conversion pofcy 
from the company now insuring 
employees in his old firm, he will 
have to pay $6000 a year. 

'How many sick and disabled 
people do you know who can afford 
to pay $6000 a year for health 
insurance?' he asks. 
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insurance outlays by self-insuring. 
They invest the money they would 
otherwise spend on premiums and 
pay employees' claims directly 
when they arise. 

The Employee Retirement 
Income Security Act (ERISA) 
exempts these self-insured plans 
from state insurance regulations 
meant to protect consumers. For 
example, employers may not have 
to offer certain coverages, such as 
care for newborn chDdren, or pro- 
vide for continuation of coverage 
when employees leave. 

Employers hire a third-party 
administrator, or TPA, to handle the 



Grids: U n ul ff ur dub le premiums 



Lloyd Pudiwitr owns a TV repair shop in Bakers- 
fjdld, Calif. He has seven full-time employees 
and one part-timdr. For years, he paid half the 
premium for his employees' health coverage. But 
by the end of 1988. the premiums had become 
so high be could no longer afford to pay his 
share. 'It's one of those things that could break 
you,' he says. His employees now pay the entire 
cost of their coverage. 

Like many small employers, he changed carri- 
ers every few years, searching for the lowest pre- 
miums. Tvra years ago Pudiwitr, who is 55. had 
a heart attack, and Mie wife of one of his employ- 
ees, ian Sutherland (pictured in background), 
had cancer surgery. 

When his present carrier. American Western 
Life, sent a renewal notice last summer, 
Pudiwilr's monthly premium 
had jumped from $272 to 
$543, and the premium for 
Sutherland doubled from 
$421 to $842. 

Luckily, Sutherland turned 
65 and became eligible for 
Medicare, but he still must 
pay $450 a mon&t for his 
wife's coverage. Pudiwitr has 
a long way to go until Medi- 
care pays his bills, and he 
doesn't know what he'll do 
when his premiums rise 
again. *lt's almost to the point 
where I can't afford it. If it 
doubles again, there's no 
way I can pay $1000 a month 
for health insurance. ■ he 
says. "I didn't have any idea 
this would happen to people." 



claims. Because the administrator 
may be the local Blue Cross plan, 
emfJoyees may think that Blue 
Cross {or some other insurer) is 
actually underwriting their coverage. 
Little do they know ttiat flie loop- 
holes created by ERISA can leave 
them without insurance if things go 
wrong. 

If the employer goes out of busi- 
ness or drops the coverage, employ- 
ees could be out of luck. 

Tlw«voMatHIIIIOs 

When a health maintenance orga- 
nization closes its doors, the people 
who receded medical care there 
may also be left uninsured. 

Established as alternatives to tra- 
ditional insurance policies, HMOs 
provide a variety of prepaid health 
services to their members . Unfor- 
tunately, a number of HMOs have 
fallen on hard times. 

Several states don't require con- 
version policies or continuation of 
coverage for members whose HMO 
has gone out of business. Even in 
states that do, HMO members have 
no assurance that their new cover- 
age will be anything like the old. 
They may well find themselves 
assuming a greater portion of their 
medical expenses. 

Consider what happened to 
Samuel Stroup. A former home- 
improvement salesman in Akron, 
Ohio, Stroup underwent a liver 
transplant at the same time that 
Maxicare, his HMO, was going 



bankrupL Stroup went ahead mth 
the transplant because the firm han- 
dling Maxicare's affairs approved 
the procedure and agreed to pay for 
the antirejection drugs he would 
need following the operation. 

After Oie bankruptcy filing, Blue 
Cross and Blue Shield of Ohio took 
over Maxicare's subscribers. Stroup 
assumed that tiis $12,000 annual 
drug bill would be covered for the 
rest of his life. But Blue Cross had 
other ideas. It offered Stroup, who 
had turned 65, a Medicare-supple- 
ment policy that covered his drugs 
only after he paid a S2500 deductible 
and SlOOO in coinsurance. 

Stroup and his wife must now pay 
some $7000 a year for insurance 
premiums and drugs out of their 
$10,000 income from Social Security 
disability. They expect their $60,000 
life savings to be depleted in VA 
years. 

Qinging to (overoge 

Millions of Americans have yet to 
lose their insurance but could at any 
time fall victim to an insurance com- 
pany's business practices. As health- 
care providers continually raise 
their fees and pass on the higher 
cost of medical care to insurance 
companies, the companies respond 
by insuring fewer people. People 
who must buy coverage on their 
own and workers in small firms feel 
this pinch the hardesL 

Insurance companies are not 
charities. Their goal is to make a 
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profit, and they can increase tJieir 
odds of success by insuring good 
risks who are unlikely to have 
health problems. Competition 
among carriers for the healthiest 
risks has become cutthroat 

hi large businesses with many 
employees, it doesn't mailer if some 
employees have serious medical 
conditions. The risk they pose can 
easily be spread among the healthy 
workers. But in a small group with 
few employees, insurance compa- 
nies cannot collect enough in premi- 
ums to pay the claims of those who 
are sick. So the rules for insuring 
workers in small businesses are 
more rigorous. 

Insurers use a controversial 
scheme to insulate themselves from 
risk. They offer to insure employees 
in a small firm (usually those with 
fewer than 25 workers) at a '^ow- 
ball" premium for at least the first 
year If members of the group expe- 
rience costly health problems in the 
second and third years, the earner 
tosses the Crm into a pool with 
other groups whose health-care 
costs are high and jacks up its pre- 
miums as much as 200 percent 

By placing Crms into several "rale 
tiers," insurance companies can bid 
for the healthiest groups with rock- 
bottom premiums. But employers 
and their employees who have had 
serious health problems are stuck 
with their present insurance carrier, 
Ihey can't move to another because 
no other company is likely to take 
them at any premium. Worse, the 
present carrier may decide not to 
renew the group's coverage, forcing 



employers and employees to find 
other insurance. And that may be 
impossible. 

No <overoge for the sick 

Companies insuring small groups 
require employees and their depen- 
dents to meet tough health require- 
ments, just as they do for 
individuals buying policies on their 
own. No carrier wants to insure 
employees and dependents who 
have had heart attacks or cancer 
ITicy will either exclude them from 
the policy or decline to insure the 
group altogether Sometimes a sin- 
gle employee with a serious disease 
is enough to earn a rejection slip for 
the whole group. 

Increasingly, insurance compa- 
nies arc turning down people with 
far less serious health conditions 
tlian cancer or heart disease, 
excluding everyone except those in 
perfect or ncar-perlect health, "^e 
don't want to buy a claim," is how 
one company official puts it 

Many people who become ill 
while they are working may find 
themselves without insurance when 
they leave the security of their 
employer's policy. Indeed, many arc 
held hostage to their current job 
just to keep their insurance. 

Susan Turner (not her real name) 
knows how vulnerable a person can 
be. Turner, who asked us not to 
identify her, earns $19,(XX) as a sec- 
retary tor a small accounting firm in 
Texas, Her daughter, who's now 20, 
was born with an immune defi- 
ciency disease that makes her sus- 
ceptible to infoclions. Every four to 



Crisis: Locked in 



Kay Nichols, a fitness counse- 
lor at a Gainesville, Fla.. health 
club, is in the pink of health 
except for glaucoma, an eye 
disease that can cause blind- 
ness if not treated. Not long 
ago, her employer wanted to 
switch insurance carriers to 
take advantage of lower premi- 
ums. When the health dub 
found another insurer, the 
agent told Nichols that she 
would not be covered, even 
though her glaucoma is under 
control. 

Nichols looked into a conver- 
sion policy from her present 
company but found she would have to pay $6000 
lor six months of coverage for her family. She 
tried Blue Cross, but its policy would have 
excluded coverage tor glaucoma. 

When her employer learned of her plight, he 
decided to keep the current policy despite its 
higher premiums. "H the premiums get phenome- 
nally high, they can't keep the policy just for me, 
and I understand that,' Nichols says. At the same 
lime, she realizes she has a problem that won't 
go away. "Maybe I don't want to stay with this 
company the res) of my life," she says. 'It makes 
me worry." 
Nichols is 38. 



five weeks, she needs a lifesaving 
infusion of antibodies that costs 
about $2400. 

The firm's Blue Cross policy has 
been paying most of the bills. But 
as a result of those expenses, the 
cost of coverage has risen sharply — 
both for the firm, which pays the 
premiums for its employees, and for 
the employees, who must pay the 
premiums for their dependents. 

"When I was given my review, I 
was told 1 might look around lo sec 
if I can Qnd another job," Turner 
says. They intimated that if I did 
leave, it could lower the cost of their 
insurance." 

If Turner leaves her job, ifs 
unlikely her daughter will ever 
again have coverage. And there's no 
way she can pay for the monthly 
infusions herself. "Without the med- 
icine, my daughter dies. That's the 
black and white of the situation," 
Turner says. 
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WHICH POLICIES ARE BEST? 



Declining coverage: 
The proportion of 
employees In 
group tiealth plans 
at large- and 
medium-sized 
firms dropped 14 
percent from 1986 
to 1988. 



If you lose your health- 
insurance coverage for 
any reason, you can 
— I remain uninsured and 
take your diances, or you can ven- 
ture into the marketplace for an 
individual policy. Be forewarned: 
You won't find a buyer's market 
And even if you're in good health, 
you may have few options. 

llus report will help guide you 
through the process. We evaluated 
71 policies from 40 insurance com- 
panies and Blue Cross and Blue 
Shield organizations. We rate those 
policies and list their features bes^- 
ning on page U. Before plunking 
down $2000 or $3000 for coverage, 
however, youll need to know a litde 
about how these policies work. 

lypes of policies 

There are three basic kinds of 
health-insurance coverage: 

DMoior-medical policies. 
These are the most comprehensive, 
covering both hospital stays and 
physicians' services in and out of 
the hosintal. 

nHoapital-sur^cal polides. 
These cover hosfHtal services and 
surgical procedures only. 

DHospital-indemnity and 
dread-disease polides. 
These polides are vastly inferior to 
the other two ^pes and offer very 
limited benefits. They are discussed 
in the box on page 8. 

What's covered? 

Major-medical polides typically 
pay for most hosi»tal services, 
including room and board; operat- 
ing and recovery rooms; nursing 
care; and treatment in inten^ve- 
care units, emergency rooms, and 
outpatient facilities. They also pick 
up the tab for lab tests, X-rays, anes- 
thesia, medical supplies, ambulance 
services, and physicians' office vis- 
its. Most pay for prescription drugs 
and cover confinements in skilled- 
nursing fecilities, if necessary, fol- 
lowing a hosptal stay 

Some polides, however, don't pay 
for assistant surgeons or for stand- 
by surgeons. Others won't cover 
emergen<7 treatment unless the 
policyholder is admitted directly to 
the hospMtal. (Thafs to discourage 
the use of emergency rooms for 
routine treatment) Still others limit 



the number of times theyll pay for 
doctors' visits in the hospit^ Even 
a comjK'ehensive policy may pay for 
only one visit each day. 

Hospital-surgical polides cover 
hosintal room and board, often for 
a specified number of days; treat- 
ment in intensive-care and outpa- 
tient fadlities; medical supplies; 
surgeon's fees; diagnostic tests 
relating to an operation; some radia- 
tion and chemotherapy, and some- 
times second opinions. But they 
cover almost no expenses incurred 
outside a hospital They wont pay 
for a doctor's office vi»t to check on 
a persistent cough, or to have your 
chQd's cast removed, or for any 
medical condition that does not 
require hospitalization. Most don't 
cover prescription drugs that you 
may need outeide a hospital. 

Generally, both m^jor-medical 
and hosfxtal-surgical polides pay for 
30 days of inpatient treatment for 
mental illness and substance abuse. 
Some m^or-medical polides cover 
Quotient treatment as well. If they 
do, insurers limit the number of vis- 
its per year or even the dollar 
amount of their payments. 

Molernity iMnefits 

All the major-medical and hospi- 
tal-surreal polides in our study pay 
for eiQKnses arising trom preg- 
nancy oomi^cations. But with the 
exce[^on of some Blue Cross and 
Blue Shield plans, they usually don't 
cover routine prenatfd care or rou- 
tine ddiveries. 

If you want coverage for that, 
youll have to buy a separate rider, 
and at some companies, you'll need 
to dedde on the rider the day you 
take out the policy. Some carriers 
won't let you buy the rider later (on 
the grounds that youll probably use 
the coverage, and theyH be stuck 
with a claim). Many m^jor-medical 
and hospital-surgical polides don't 
offer riders for routine maternity 
care, period. 

Riders will pay up to a maximum 
boiefit that policyholders select, 
usually $500, $1000, $2000, or 
$2500. Rardy do they cover the full 
cost of a normd ddivery, which 
averaged $4334 in 1989. 

Another drawback is that compa- 
nies don't pay tiie full benefit during 
the first two years the policy is in 



force. A poli(7holder who becomes 
fw^^nant may receive only 50 or 60 
percent of the benefit in the first 
year and 75 percent in the second 
year. Not untfl ttie third year are full 
benefits paid. 

Annual premiums for pregnancy 
riders ranged from $316 at Golden 
Rule for a $1000 benefit to $2640 at 
Prudential for a benefit that would 
cover the hospital stay but only 
$1050 of an obstetridan's fee. (An 
obstetrician's services for prenatal 
care and delivery can cost as mudi 
as $4500 in some areas.) 

Wliat's not covered 

Both m^r-medical and hosjxtal- 
surgical polides cover only medi- 
cally necessary car& Dont count on 
them to pay for routine physicals or 
other preventive services. (Some of 
them, however, cover Pap smears, 
mammograms, and well-child care.) 
Nor do companies pay for cosmetic 
surgery, fertility treatment, dental 
care, hearing aids, sursjcal treat- 
ment of obesity, treatment for self- 
inflicted injuries, or procedures tiiat 
are considered experimental 

How policies pay 

Insurance companies compute 
the amount of your reimbursement 
diedc according to their own com- 
plex formulas. The amount may be 
higher or lower depending on the 
following: 

Eli^le expensea When you 
submit a bill for a service covered 
by a major-medical policy, the 
msurer compares it with the amount 
it normally pays for that service. If 
the charge is lower than what the 
company determines is "usual," 
"customary," "reasonable," or "com- 
mon," then tile- entire bill is eligible 
for reimbursonent If ifs greater, 
the carrier will consider only a por- 
tion of it 

What portion the company consid- 
ers differs among insurers. Each 
company sets its reimbursement 
levd based on phyadans' diarges 
for services and procedures in your 
area One company might dioose to 
reimburse policyholders based on 
Oie diarge tiiat represents the 90tii 
percentile for a given procedure or 
service. Another might choose the 
75th percentile. (For hosfntal ser- 
nces, companies pay either the 
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hospital's posted charge, the hosjn- 
tal's cost, or a negotiated fee) 

Obviously, the higher the re- 
imbursement standard, the more 
you'll receive. Unfortunately, poli- 
cies don't spell that out, and some 
insurance companies were reluctant 
to explain thdr reimbursement 
standards to us. 

Some hos;ntal-surEical policies 
work differently, paying up to a max- 
imum amount for each covered pro- 
cedure or service listed in the 
policy. There's usually a fee sched- 
ule for hospital room and board, one 
for surgeon's fees, another for out- 
patient services, and a maximum 
amount the policy will pay for all 
other hosptd services. This is the 
equivalent of a hospital-surgical poli- 
cy's eligible charge. 

Amounts paid by hospital-surgical 
policies usually M far short of Qie 
actual charges. For example. Metro- 
politan's policy will pay a surgeon 



who performs an appendectomy as 
little as $260 or as much as $480, 
depending on the schedule the poli- 
cyholder picks; in 1989, the average 
surgeon's diarge was $846 for an 
appendectomy Tlie policy pays as 
little as $390 or as much as $720 for 
a hysterectomy; but a hysterectomy 
cost an average of $1737 in 1989. 

Cainsimince. Cbce the insure' 
determines how much of your bill it 
will consider, it still pays only a por- 
tion. You pay the rest Ihafs called 
"coinsurance." 

Most major-medical policies pay 
80 percent of eligible expenses, 
leaving policyholders to pay the 
remaining 20 percent plus ihat part 
of the cost not covered at all. 

Suppose a physician charges 
$3000 for an angioplasty (a cardiac 
procedure), but the carrier consid- 
ers only $2610 as an eligible 
expense. If the insurer pays 80 per- 
cent, the policyholder will recehre 



$2086 (80 percent of $2610). He or 
she will then have to pay the 
remaining 20 percent, or $522, ^us 
the $390 thaf s not eligible for reim- 
bursement. 

With some policies from Blue 
Cross and Blue 9iield, a policy- 
holder who used a "partidpatiiis 
physidan" would pay less. Rirtid- 
pating physidans agree not to bill 
patients in excess of what Blue 
Cross and Blue Shield pays. Hiis 
can be a significant advantage. Plans 
with this feature are noted in the 
Ratings. 

Some major-medical poUdes 
require policyholders to pay less 
than the usual 20 po'cent coinsur- 
ance. For example, American Re- 
public's UUraCare policy requires 
no coinsurance at all. Polides from 
Bankers life and Casualty and its 
affiliated companies require none if 
policyholders select a deductible of 
at least $5000— that is, if the policy- 



Pay by the Day? By the Disease? 



THE WORST TYPES OF INSURANCE 



The worst buys in health insurance are hospital-indemnity poli- 
des and dread-disease polides. Hospital-indemnity polides pay 
a fixed amount each day you're in ttie hospital. Dread-disease 
polides pay benefits only if you contract cancer or some other 
specified iUness. 

Such policies are a profitable staple for many well-known 
insurance companies and for the American ^ociation of 
Retired Persons (AARP). They're sold to unsophisticated buy- 
ers through entidng but sometimes misleading advertising. 

"Cash benefiU of $2250 a month, $525 a week, $75 a 
day . . .You cannot be turned down . . .No salesman will call . . ." 
reads a flyer for a hospital-indemnity policy from Physicians 
Mutual. "Use these cash benefits any way you choose . . .Get 
extra benefits when you may need ttiem most," promises an 
ad for a policy sold by the AARP 

The deal is simple and understandable. You get a fbced dollar 
amount for each day you spend in the hospital. No complicated 
deductibles or coinsurance. Trouble is, the fixed benefit is 
skimpy to start with and grows less valuable with each passing 
year. 

At Physicians Mutual, a person can choose a daOy benefit of 
$30, $50, or $75. AARPs top benefit is $75 for those age 50 to 
64 and $45 for those 65 and older. But with the cost of a day 
in the hospital averaging around $800, even the most generous 
hospital-indemni^ plans vrill barely dent your bflL Further- 
more, to collect the high benefits touted by some of the ads, 
youll need to be hospitalized as long as a month— an unlikely 
prospect, since the average stay is only about seven da^ Final- 
ly, the benefit does not change. In time, inflation in hospital 
and medical costs inevitably shrinks its value. 

Dread-disease polides offer similarly inadequate benefits. 
We measured two cancer polides against a $19,774 daim for 
colon-cancer surgery and follow-up chemotherapy that we also 
used to rate the polides in our survey. A policy from American 



Family life, a large seller of this type of insurance, would 
pay a maximum of $4100; a policy from American Fidelity 
Assurance would cover as much as $6210— but only if the 
policyholder had purchased some optional coverage. (These 
policies may also pay an additional benefit based on flie 
number of months you own the policy before you contract 
cancer.) 

Companies also sell riders to cover sudi dread diseases as 
smallpox, polio, rabies, diphtheria, and ty;^oid fever. We don't 
know why anyone would buy them, since ttiese diseases are 
now extremely rara 

Compared to other health coverages, these ^pes of insur- 
ance are cheap. For the top daily benefit from Physicians Mutu- 
al, a 4Syear-old man or woman would pay about $233 a year. 
A ^ily would pay $540. 

Insurers usually issue hospitaMndemnity polides to anyone, 
whether or not they are in good health. But carriers often 
require a waiting period before covering policyholders for pre- 
existing health conditions. 

Most companies selling cancer insurance will not, however, 
issue polides to people who already have cancer. Nor do they 
usually pay benefits to anyone who is diagnosed as having flie 
disease before the policy has been in force for 30 days. 

'Riese polides are no substitute for comprehensive health 
coverage. The price is low, but so are the benefits. With a dread- 
disease policy, you're also gambUng that you'll contract one ol 
the covered diseases. If you dont, the policy won't cover you. 

Companies often market fliese poUdes as a supplement to 
other insurance. But we dont recommend them even for that 
The $300, $400, or $500 you'd spend for inferior coverage may 
equal the difference in premium between a skimpy hospital- 
surgical policy and a more comprehensive m^jor-medical poli- 
cy Or it m^ cover the cost of taking a lower deductible on a 
good major-medical policy. 
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TVuth will out: 
When you fill out 
an application for 
health insurance, 
be honest atraut 
your medical con- 
dition. If you don't 
reveal all your 
health problems 
and the company 
finds out about 
them when you file 
a claim, It could 
rescind your pol- 
icy and leave you 
without coverage 
when you need It 
most. 



holder pays the first $5000 of cov- 
ered expenses. 

OQier companies raiuire policy- 
holders to pay more. You might find 
policies with a 70/30 percent or 
even a 50/50 percent cost-sharing 
arrangement, especially if you don't 
use doctors and hospitals specified 
hy the insurer. 

Coinsurance maximums. Most 
policies sped]^ a maximum dollar 
amount of coinsurance, ^ically 
$1000 (but it can be as much as 
$2500 or $5000), that policyholders 
must pay annually. After they've 
reached that amount, the carrier 
pays 100 percent of all additional, 
elif^le medical expenses. 

A few policies tie coinsurance 
maximums to the size of the deduct- 
ible you select Tlie higher the 
deductible, the tower the maximum. 

Several policies give a break to 
families. Usually two members must 
each pay the maximum coinsurance 
amount. "Hie company wiU ttien pay 
100 percent of all eligible expenses 
for other members who have not 
reached their maximums. 

Lifetime maximums. Most 
major-medical and hospital-surgical 
policies cap the benefits they'll pay 
over a lifetime at $l-million or some- 
times $2-million. A few have no cap, 
and others have a separate lifetime 
maximum for each illness or injury. 

A company mil sometimes s^ve ' 
new lifetime benefits to policyhold- 
ers who have generated enough 
claims to reach their lifetime cap. 
This is an important feature if the 
cap is low. 

Deductibles. Most companies 
require policyholders to satis^ 
deductibles each year before bene- 
fits are paid. (Some hospital-surgical 
policies have no deductibles.) 
Deductibles can be as low as $100 
or as high as $20,000. That means a 
policyholder must pay the first $100 
(or $a),000) of expenses before the 
company pays any benefits. Obvi- 
ously, 3 $20,000 deductible buys 
only catastrophic protection. 

Sometimes a policy links the 
deductible to an illness or health 
condition; you would have to satisfy 
the deductible with each new ill- 
ness. If the deductible is large and 
you have several different illnesses, 
you m^ never collect any benefits. 

Some companies no longer offer 
low deductibles. "If somebody can 
afford to buy our product, he can 
afford a $1000 deductible," says 
John Hartnedy, the chief actuary at 



Golden Rule. "You don't want first- 
dollar coverage. It may cost $80 to 
take care of a $50 bil" 

As mth most insurance, the 
higher the deductible, the lower the 
premium. A 4&-year-old man in Chi- 
cago who chooses a $500 deductible 
for Benefit Trust Life's Tele-Med pol- 
icy would pay an annua] premium of 
$1443. If he selected a $2500 deduct- 
ible, he would pay only $839. 

Sometimes, for a small, extra pre- 
mium, companies will wmve the 
deductible or a portion of it if you 
are injured in an accident 

Can you ranew? 

Few companies will guarantee to 
renew your coverage. Of those in 
our study, only American Republic, 
Benefit Trust Life, and Metropolitan 
seU "guaranteed renewable" poli- 
des. The company can raise the pre- 
mium, but it must continue your 
coverage. 

Most poUdes, however, are now 
"conditionally renewable." The com- 
pany can refiise to renew your pol- 
icy only if it also refuses to renew 
all other similar polides in your 
state. You have some protection 
because the company can't ^gle 
you out for cancellation. But you can 
stm lose your coverage. 

Some insurance companies use 
conditionally renewable polides as 
a lever to force insurance regulators 
to grant the rate increases those 
companies want Certified life, First 
National Life, Golden Rule, and 
Washington National told us they 
had canceled polides. In some cas- 
es, they offered policyholders alter- 
native coverage. 

A few polides are "optionally 
renewable" A company can opt not 
to renew your insurance whether or 
not it renews coverage for others 
who have the same policy Pruden- 
tial, State Farm, and Blue Cross and 
Blue Shield plans in Illinois, Kansas, 
Ohio, and Oklahoma have option- 
ally renewable polides. (Prudential 
and Blue Cross and Blue Shield of 
Oklahoma at least say they won't 
cancel your policy if your health has 
deteriorated.) 

Many companies also give them- 
selves the option of not renewing if 
they find you have another policy 
that is similar. 

Are you insurable? 

People who have medical prob- 
lems, however minor, are second- 
class dtizens in the world of health 
insurance. 

Virtually no commercial carriers 

8 



and only a handful of Blue Cross 
and Blue %ie1d plans wQl sell poli- 
des to anyone who has had heart 
disease, internal cancer, diabetes, 
strokes, adrenal disorders, epilepsy, 
or ulcerative colitis. Treatment for 
alcohol and substance abuse, 
depression, or even visits to a mar- 
riage counselor can also mean a 
rejection. 

If you have less serious condi- 
tions, you may get coverage, but on 
un&vorable \erms. 

Condidons that usually affect one 
part of the body are candidates for 
"exclusion riders." That is, compa- 
nies will offer a policy, but exclude 
coverage for those conditions or 
that body part, dther for a short 
period or for as long as the policy is 
in force. If you have had a recent 
knee operation, glaucoma, migraine 
headadies, varicose veins, arthritis, 
a cesarean delivery, or if your child 
suffers fi-om chronic ear infections, 
your policy wOl probably carry an 
exclusion rider. "Any condition that 
would produce an immediate claim 
would be ridered out," says Frank 
Fugiel, a vice president at Washing- 
ton NationaL 

If you have a medical condition 
that affects your general health— 
for example, you're significantly 
overwdght or have mild high blood 
pressure — you may get coverage, 
but at a price 15 to 100 percent 
higher than the standard premium. 

Companies in our survey told us 
that between one-quarter and one- 
half of all thdr polides carry exdu- 
sion riders, higher-than-standard 
premiums, or both. 

Insurers, however, are not restric- 
tive in identical ways. Washington 
National will exclude coverage for 
your eyes if you had a cataract oper- 
ation a year ago. Prudential will not 
If you suffered from migraine head- 
adies in the past but have had no 
treatment for the last two years. 
Central States Health and Life will 
cover fiiture treatment for sudi 
headaches; Time will issue a policy 
but exdude coverage for migraines. 

If a company rejects you, that fact 
wll be recorded at the Medical 
Information Bureau in Boston, an 
industry dearinghouse. The next 
time you apply for coverage, the 
new carrier may check your file at 
the bureau. If it finds you've been 
turned down, that r^edion could 
trigger further scrutiny of your 
health. 

Even if your health is perfect, you 
still may be a less-than-perfect risk. 
In their quest for applicants who are 
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unlikely to file daims, insurance 
companies blackball people in cer- 
tain occupations. Some companies 
have long lists of jobs that are unac- 
ceptable, either for an individual pol- 
icy or for a policy sold to employees 
in small firms. Chances are the 
insurance company won't cover you 
if it considers your work hazardous 
or if people in your profession are 
more likely to file claims or switch 
jobs frequently. 

Better off ot the Blues? 

Historically, most Blue Cross and 
Blue Shield plans took all comers 
for individual health insurance, 
offering "open-enrollmenl^ policies 
that anyone could buy Even if your 
health was bad, you could count on 
getting a policy from the Blues. 

hi mid-1990 only 22 of the 74 Blue 
Cross and Blue Shield plans in the 
U.S. still make policies available to 
everyone. But their "open-enroll- 
menlf policies may require policy- 
holders to pay a larger portion of 
their expenses than policies offered 
to those in good health. For exam- 
ple, the open-enrollment major-med- 
ical plan sold by Empire Blue Cross 
Blue Shield in New York requires 
20 percent coinsumnce for all ser- 
vices. By contrast, its high-rated 
Tradition Plus Wraparound policy, 
sold only to those with no medical 
problems, requires no coinsurance 
on hospital services and also offers 
a much lower deductible. 

Most Blue Cross and Blue Shield 
organizations now "underwrite." 
That is, they evaluate an applicant's 
health much the same way their 
commercial competitors do. They 
decline people with cancer and 
heart disease and sometimes issue 
policies wth exclusion riders and 
higher premiums. 

Ifs hard to say whether you'll 
have an easier time buying coverage 
from the Blues than from commer- 
cial insurers. Most of the Blue 
Cross plans we contacted refused to 
respond to our survey. Through 
other sources, we obtained ttie 
plans sold by uncooperative Blues 
and evaluated them along with the 
others. 

Blue Cross plans that do not 
exclude health conditions or charge 
higher premiums for them may sim- 
ply refuse to sell you a policy On 
the other hand, a Blue Cross plan 
might t>e more lenient than a com- 
mercial insurer. Empire Blue Cross 
Blue Shield does not require blood 
tests to detect AIDS. Kentucky Blue 
Cross and Blue Shield insures 



women with fibrocystic breast dis- 
ease. Commercial carriers often 
require blood tests and almost 
always exclude coverage for 
fibrocystic breasts. 

Preexisting conditions 

If you get a policy torn Blue 
Cross and Blue Shield or a commer- 
cial insurer, you still may have to 
wait a year or two to be covered for 



medical conditions you already 
have 

Most policies say that a preexist- 
ing coniUtion is one for which a poli- 
cyholder has received treatment or 
for \riiidi a reasonably prudent per- 
son should have sought treatment 
during the preWous two years. Some 
policies have shorter or longer 
look-back" periods. Those are 
noted in the Ratings. Continued 



Th^^^Resort 
HIGH-RISK POOLS 



It you can't buy health insurance and you 
live in one of 23 states listed below, your 
insurer of last resort is a high-risk pool cre- 
ated for the people insurance carriers don't 
want Similar to the high-risk plans for driv- 
ers who've been in accidents, health-insur- 
ance pools originated m the 1970s as the 
industry's alternative to national health 
insurance. But only in the last few years 
have states begun to get serious about 
them. 

To obtain coverage, you usually must be 
a state resident for at least six months (a 
year in some states), and must have 
received a rejection notice from at least one 
carrier (Montana and Florida require two 
rejections). 

If a carrier will insure you only at a pre- 
mium exceeding the price of coverage from 
the pool, or if the insurance you're offered 
carries exclusion riders, you will also be eli- 
gible for a pool policy in most states. 

The rules differ from state to stata Illi- 
nois, Iowa, Minnesota, and Nebraska, for 
example, allow people infected with the HIV 
virus to obtain a pool policy. South Carolina 
does not In some states you can't get pool 
coverage if you're eligible for a conversion 
policy when you leave an employer group, 
even though the pool policy may be better 
than the conversion option. 

Florida, Illinois, Iowa, Minnesota, North 
Dakota, Tennessee, Washington, and Wis- 
consin make Medicare-supplement policies 
available through their pools. T^af s a boon 
to the disabled under age 65 who rely on 
Medicare but can't find insurance to fill 
Medicare's gaps. 

Pool coverage is similar to that offered by 
a major-medical policy, although benefite for 
mental and nervous disorders, organ trans- 
plants, and pregnancy may be less compre- 
hensive. You may, however, pay more out- 
of-pocket than you would with a major- 
medical policy. Some plans require a high 
deductible, greater coinsurance, and rela- 
tively low lifetime-benefit maximums— 
$500,000 or even $250,000. 



Premiums are no bargain, which is not 
surprising since policyholders in the pool 
will almost certainly (De claims. For exam- 
ple, a policy with a $500 deductible from 
the Illinois pool mil cost a 45-year-old man 
living in Chicago $3844 a year. Thaf s twice 
as much as he'd pay for the most expensive 
individual policy in our study available to 
Chicagoans. 

Long wdtbig lists 

Pool policies provide decent coverage, 
but they are available only to a fraction of 
those who need them. CU surveyed the 
pools in the siting of 1990 and found that 
they now cover only 55,500 people nation- 
wide. Pools in nUnois, Maine, and Oregon 
currently limit the number they can insure 
TTie Illinois pool can issue only 4500 poli- 
cies. The w^t to buy into the Illinois pool is 
now at least a year. 

Itfs hard to see how the pools can meet 
even the eusting need. They operate at a 
loss, despite the high premiums. In most 
states, losses are covered by assessments 
against all health-insurance carriers douig 
business in the state. In return, some 
states relieve insurers fi-om part of their 
obligation to pay taxes on the premiums 
they collect 

But the insurance mdustry is pressing the 
states to pick up more of the bill from the 
public purse, "^e're not in the business of 
giving away insurance at a loss to these peo- 
ple," says Cari Schramm, president of the 
Health Insurance Association of America. 

The 23 states with high-risk pools are 
California, Colorado, Connecticut, Florida, 
Georgia, Illinois, Indiana, Iowa, Maine, 
Minnesota, Montana, Louisiana, Nebraska, 
New Mexico, Nortii Dakota, Oregon, South 
Carolina, Tennessee, Texas, Utah, Wash- 
ington, Wisconsin, and Wyoming. (The 
pools in California, Colorado, Georgia, Lou- 
isiana, Texas, Utah, and Wyoming are not 
fully operational.) Your state insurance 
department can tell you how to contact 
your state's pool. 



53 



The wrong {ob: 
Occupations some 
Insurance compa- 
nies consider 
unacceptabie for 
health coverage: 
Tree trimmers 
Explosives 

handlers 
House painters 
Window cleaners 
Heavy-equipment 

operators 
Rodeo performers 
Police officers 
Doormen 
Models 

Freelance artists 
Waiters 
Masseurs 
Hospital aides 
Maids 
Musicians 
Bartenders 
Fry cooks 
Janitors 
Street cleaners 
Doctors 
Lawyers 
Pro athletes 
Fishermen 
Railroad workers 
Test drivers 
Car-wash workers 
Dancers 
Beauticians 
Movers 
Zoo attendants 



Tb encourage applicants to reveal 
all their medical conditions, some 
companies waive their usual waiting 
periods ^ you have disclosed all 
your health problems (providing the 
company is willing to accept you 
and not exdude coverage for those 
conditions). 

What polkics cost 

The premiums you pay are based 
on your age, your sex, and where 
you live. 

At Bankers life and Casualty, a 
healthy 45-year-oId man living in 
Chicago would pay $1245 a yean a 
4&-year-old woman, $1625; a 55-year- 
old man, $1748; and a 55-year-old 
woman, $1852. 

The premium for a 40>year-old 
man, his 3Syear-old wife, and two 
children would come to $3382. 

A few Blue Cross plans still use 
"community rates," charging every- 
one the same premium regardless 
of their age or where they live. 
Other things being equal, older peo- 
ple are usually better off at a com- 
pany using community rates. A 45- 
year-old man and a 60-year-old man 
living in Iliiladdphia would pay the 
same $2192 premium at Indepen- 
dence Blue Cross and Pennsylvania 
Blue Shield. But at Tune, a company 
not using community rates, the 45- 
year-old man would pay only $1580; 
the eO-year-old, $3375. 

With most policies, premiunis 
increase as you get older. If you buy 
a policy at age 40, expect the pre- 
mium to increase when you turn 45. 

In addition to age>related increas- 
es, the rising cost of medical care 
also pushes up premiums every 
year or two. The premiums for poli- 
cies in our study increased an aver- 
age of 11 percent a year over the 
past five years. But premiums for 
some policies rose as much as 40 or 
50 percent in a single year. 

Pricbig tricks 

As a sales gimmick, some compa- 
nies use a pricing scheme that gives 
policyholders a deceptively low pre- 
mium the first year and very high 
premiums in later years. 

When a company that uses so- 
called select and ultimate rates 
accepts you for coverage, it knows 
you're in good health and charges a 
low (select) premium to reflect the 
fiact that you're not likely to file 
claims in the immediate future. But 
as the years go on, and as you make 
claims, the company mil jack up the 



premium to the highest (ultimate) 
level. 

Companies that don't use select 
and ultimate rates spread the antici- 
pated costs of your claims over all 
the years you own the policy, so 
your premiums will be more stabla 
If you buy from a company using 
select and ultimate rates, you may 
bee premium increases that feir 
exceed what you can afford. 

State insurance regulators don't 
require insurers to disclose v4iether 
they use select and ultimate rates, 
so it's often hard to know. It's a good 
idea, though, to ask whether a com- 
pany you're considering uses such 
rates and to avoid their policies, 
especially if you plan to keep the 
coverage for several years. One car- 
rier. Aid Association for Lutherans, 
gives buyers in some states a dioice 
between policies with select and 
ultimate rates and those without, 
and clearly points out the differ- 
ences in its sales material. (Our Rat- 
ings include Aid Association's policy 
without select and ultimate rates.) 

Managed car* and PPOs 

Until recenOy, insurance compa- 
nies seldom questioned pbysidans' 
fees. But to bold down their own 
costs, companies have now inserted 
a variety of "managed care" require- 
ments into thdr polides. 

As a result, you may have to ask 
the insurance company iEor prior 
approval for any elective surgery 
You may have to use an outpatient 
^cQi^ for such procedures as 
arthroscopic surgery, dilation and 
ou-ettage, and cataract removal 
You may be required to seek second 
oinnions before surgery. If you don't 
follow the rules, the company may 
reduce your benefit or increase the 
coinsurance and deductible you'll 
have to pay 

Some Blue Cross and Blue Shield 
plans offer Preferred Provider 
Organizations (PPOs). Those are 
groups of doctors who have agreed 
to discount their fees. If you sign up 
for a PPO and use a non-PPO doc- 
tor, you may have to pay as much 
as 40 or 50 percent of (he doctor's 
bill yourself and also suffer other 
penalties 

How wo rated the polkios 

Most Blue Cross and Blue 
Shield organizations and a handful 
of commercial carriers sell individ- 
ual health coverage. Twen^ of the 
29 Blue Cross and Blue Shield 
plans we approached for informa- 
tion refused to cooperate with our 



study, forcing us to turn to state 
regulators to obtain necessary 
information on their policies, pre- 
miums, and rate histories. (Sur- 
prisingly, some regulators made it 
difficult to obtain the information, 
even though data filed with public 
agendes is usually available to the 
public) The Blue plans that 
refused to answer our question- 
naire are noted in the Ratings with 
an asterisk. 

A few otiier insurers also declined 
to partidpate. Celtic Life, a company 
waging a pubUc campaign to edu- 
cate peoi^e about shopping for 
health insurance, refused to shed 
any light on its poUdes or selling 
practices. A newcomer to health 
insurance, A.L WQliams, a company 
better known for its life-insurance 
polides, also dedined to partidpate. 
A third company, Worid Insurance, 
daimed that if it won a bvorable rat- 
ing from coNsuMQi REPORis, it would 
not have the capad^ to handle all 
the applications 

We rated the major-medical and 
hosfutal-surgical polides by measur- 
ing the coverage and cost-sharing 
features of each against actual 
daims, rani^g from minor to cata- 
strophic, filed by 25,000 employees. 
The average annual claims for a sin- 
gle person in the reference group 
totaled $1387; for families, it was 
$3175. 

A policy that covers everything 
would pay 100 percent of those 
amounts. Of course, health-insur- 
ance polides are not designed to 
cover 100 percent of daims. But the 
best polides pay the most 

The best policy we found, a major- 
medical plan sold by Blue Cross and 
Blue Shield of Minnesota, would 
pay $1230 (or 89 percenQ for sin- 
gles and $2810 (or 89 percent) for 
lilies if you used physicians in 
Uie plan's preferred-provider orga- 
nization. The worat, a hospital-surgi- 
cal policy from fVramid Life, would 
have paid only $490 (or 35 percent) 
for singles and $950 (or 30 percent) 
for families. 

The Ratings show what percent- 
age of Uie average annual daims 
each policy would pay after account- 
ing for deductibles, coinsurance, 
coinsurance maximums, and other 
cost-sharing features spelled out in 
the contract. 

Snce most people want a poUcy 
that proWdes coverage for cata- 
strophic expenses, we also mea- 
sured how well each would pay for 
two major Qlnesses. One was a 
$19,774 claim for colon-cancer sur- 
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gery and foUow-up chemotherapy. 
The other was a $49,767 daim for 
care of a serious heart attack, 
including an angioplasty procedure 
(see box on page 13). 

A good policy is useless if the 
company can cancel it, or if rate 
increases are so steep you can't pay 
the premiums. Therefore, we gave 



weight to each policy's renewability 
features and rate-increase history. A 
policy scored highest in fliese Vic- 
tors ]i it was guaranteed renewable 
and if the company's rate increases 
over a five-year period were less 
than the medical consumer price 
index. 
We also looked at a policy's life- 



time benefit maximum, its preexist- 
ing conditions clause, and coverage 
provided by the materni^ rider. 

We could not obtain rate-increase 
histories or certain other informa- 
tion for noncooperative Blue Cross 
and Blue Shield plans or for new 
policies. Where we lacked mforma- 
tion that might affect a plan's score, 



ABANDONING THE MISSION 



Sick people cannot buy a policy fi-om Blue Cross and Blue 
Shield of Kentucky. The plan evaluates an applicant's healQi 
and rejects those with such afflictions as cancer, heart disease, 
emphysema, and AIDS. 

Competition from commercial carriers has forced the plan to 
turn sick people away in order to keep its premiums ^fordable 
and attract new customer. At one time, Kentucky's Blue Cross 
and Blue Shield plan sold as much as 90 percent of all health 
insurance in the state. In 1990 it sells just 30 percent 

The Kentucky plan, typical of many Blue Cross and Blue 
Shield organizations in 1990, is a far cry from what such plans 
used to be. Founded by organized medicine in the 1930s, 
Blue Cross (and later Blue Shield) had two missions. The 
first was to make sure hospitals and doctors got paid. The 
second was to provide health insurance for the greatest num- 
ber of people. 

For years, the Blues had a virtual insurance monopoly. In 
some places, they were so powerful that they were able to 
negotiate large discounts from hospitals and use the savings to 
carry out their mission of community service. For example. 
Blue Cross plans subsidized such money-losers as individual 
health policies for the sick and Medicare-supplement coverage 
for the elderiy. 

As nonprofit organizations, the Blues had certain privileges, 
They paid no Federal income taxes and, in many states, no 
taxes on the premiums they collected. 

"Community rating" was once the Blues' trademark. Every- 
one in the communis— large employer groups, small employer 
groups, and individuals buying policies on their own—were in 
the same risk pool They paid the same rates rcfiardless of their 
age and sex, where they lived, or how sick they were. 

That all began to diange in the 1960s. Commerdal insurers 
started skimming the best risks from flie Blue Cross pool by 
offering lower premiums than the Blues charged. As large 
groups and then small ones took out cheaper polides wth com- 
mercial carriers, the Blues increasingly found themselves cov- 
ering people with health problems the commercial carriers 
didn't want As healthy people deserted the pool, the Blues had 
little choice but to raise premiums higher and higher to cover 
the claims made by the sick people who remained. 

In many areas, fiie plans also saw their hospital discounts 
whitUed away Some stales now mandate smaller discounts and 
allow all insurers to receive them. 

Blue Cross and Blue Shield of Kentocky, for example, 
receives only a 7 percent discount from the hospitals. And it 
does not subsidize individual health coverage (other than con- 
version policies) out of the profits from other lines of business. 
At the suggestion of insurance regulators, it abandoned com- 
munity rating a few years ago in favor of the kind of pricing 



used by its commercial competitors. 

Most Blue Ooss and Blue Shldd plans now resemble Ken- 
tud^s, Many have become mutual insurance companies. TheyVe 
lost Qieir tax exemption from the Federal government, and they 
no longer try to provide coverage for everyone. Less Oian one- 
thfrd still take all comers for health insurance. Of the 37 state 
regulators responding to a CU survey, only nine conader thdr 
local Blue Cross and Blue Shield plan an insurer of last resort 

"^e think the Blues in our state do a pretfy good job. But 
everyone here dislikes them, from their subscribers to the leg- 
islators," says one state insurance regulator who asked not to 
be identified. They are some of the most defensive people you 
can imagine. Everything we ask for is a fight" 

We know what he means. We asked 29 Blue plans to send 
us information about thefr polides. Only nine would do so, 
fordng us to seek information from state regulators, Who some- 
times couldnt or wouldn't help us. Tlie California Insurance 
Department told us it had no rates on file for Blue Cross of 
California. When we asked the plan for a history of its rate 
increases, an official told us that information was "proprietary." 
When we asked the Washington Insurance Department to give 
us rate-increase data for the Washington and Alaska plan, the 
department said it could not oblige because Blue Cross had a 
right in that state to keep sudi information a secret 

"As thefr risk pool gets creamed, there's mission schizophre- 
nia at the Blues," says Susan Sherry, an offidal at Families 
USAj a health-advocacy group. If s the dasac example of com- 
petition, and consumers are the real losers." 

Some Blue Cross and Blue Shidd plans, mostiy in the North- 
east, still cling to the old mission. But even for them, holding 
on is increadngly difficult 

In New York, a person no matter how sick can alwa^ get 
health insurance from Empire Blue Cross Blue Shield. It won't 
be the top^)f-the-fine policy, but it wfll proWde some coverage. 

Empire, which still uses community rates, can sell insurance 
even to people vrith terminal illnesses because thefr polides 
are heawly subsidized fi^m premiums paid by large employer * 
groups and from the savings obtained by negotiating a 13 per- 
cent discount witti New York hosptals. 

Even so, Empfre offidals say that the discount is not large 
enough, and tiiat over the last few years some 100,000 people 
have left the pool, dtiier going with commerdal carriers or 
domg without coverage altogether. TTie plan has had to increase 
premiums on all its polides 40 to 50 percent to cover ttie claims 
of the sick people who remain. 

"Our goal is to stay with the mission," says Eric Schlesinger 
Empire's chief marketing officer. "But in the end, we wfll have 
a community price so high that no one wfll pay it, and the 
number of uninsured wfll skyrocket" 
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we as^gned values representing the 
average for all plans in our survey. 
This lack of actual infomiation for a 
plan is denoted by a dash in the Rat- 
ings. The plans are listed in order 
of an overal] quality index that takes 
into account all the rating factors. 



Naturally, you want a policy that 
will pay as many of your bills as pos- 
sible, so coverage should be your 
first concern. 

Unfortunatdy, there are few poli- 
cies for any one individual to dioose 
from. Your options bo3 down to a 
politgr from one of the few remain- 
ing commercial carriers selling this 
insurance or one from your local 



CmmoPHi^uiMs 
PERCENTAGE GAMES 

As part of our evaluation of health-insurance poli- 
cies for the accompanying report, we measured 
how much each policy would help defray the actual 
bills run up by two patients in apparent good 
health who were suddenly stricken with a life- 
threatening nines5--colon cancer and heart 
attack. 

The case of colon cancer cost a total of $19,774, 
induding $13,471 in hospital bills and $3665 for 
surgery. 

The best plan we found, from Blue Cross and 
Blue Shield of Minnesota, would have paid about 
92 percent of the $19,774 if the polit^holder used 
only "preferred pronder" doctors (If the policy- 
holder went to other physicians, the plan would 
pay up to 88 percent.) The highest-rated policy 
from a commerdal carrier, American Republic's 
UltraCan with no coinsurance, would have paid 
97 percent A less generous m^jor-medical plan, 
from Washington National, would have paid 87 per- 
cent of the claim. Least helpful was a hospital-sur- 
{pcal policy from IVamid life. It would have paid 
only 49 percent of the bill, leaving the patient about 
$10,000 in debt 

The treatment for Qie heart-attack patient came 
to $49,767. It ioduded an an^oplas^ (a procedure 
to open blocked arteries) that cost $8730 in surgi- 
cal fees, and a 21-day hospital stay that i»1ed up 
biDs of $34,107. 

In this case, the Blue Cross and Blue Shield of 
Minnesota plan would have paid about 97 percent 
of Oie $49,767 claim if the policyholder used all 
"preferred provider" doctors and up to 95 percent 
if the policyholder did not American Republic's 
UltraCare policy wth no coinsurance would have 
paid 97 percent The major-medical plan from 
Washington National would have paid 90 percent 
of the (^um. And I^ranud Life's marginal hosjntal- 
surgjcal policy would have paid only 44 percent, 
leaving the p^ent to recover from a $28,000 debt 
as well as the heart attadi. 



Blue Cross and Blue Shield plan. 

The best coverage is provided by 
a good major-medical plan. The 
plans listed high in the Ratings 
require policyholders to pay very 
few of Qieir medical expenses. 

A number of Blue plans — in Min- 
nesota, New Jersey, New York, and 
Pennsyhrania— ranked high. People 
in those slates should certainly con- 
sider them. As the Ratings show, 
however, Blue Cross and Blue 
Shield organizations in other states 
offer mediocre or poor policies. 

Fortunately, some good commer- 
cial plans are widely available. Look 
first at the high-rated polides 
offered by American Republic and 
Benefit Trust life. 

Maternify benefits from some of 
the Blues were better than those 
offered by most commercial carri- 
ers. Many Blue plans treat preg- 
nancy as an illness and pay normal 
benefits, which mil cover most of 
the cost of having a baby. But some 
offer maternity benefits only on 
&mily polides. IVesumably a single 
woman who became pregnant 
would not have coverage. 

Some Blue Cross and Blue Shield 
plans offer a choice of a regular 
insurance poliqr and a PPO. You 
might consider a PPO if you're will- 
ing to use its doctors rather than 
your own. The PPOs offered by 
Blue Cross and Blue Shield in Arizo- 
na, Dlinois, Minnesota, and Wash- 
ington and by Blue Shield of 
California ranked higher in our Rat- 
ings than those organizations' tradi- 
tional insurance plans because they 
reqmre thdr subscribers to pay less 
coinsurance. 

Polides from First National and 
Washington National provide good 
benefits for catastrophic expenses 
but bll short in ofiier important 
areas, sudi as policy cancellations 
or rate increases. 

Note that the policy from the 
largest seller of individual major- 
medical insurance, Golden Rule, 
ranks near the bottom. The policy 
provides only average coverage. And 
the company has a history of large 
rate increases and canceled polides. 

Once you have considered a poli- 
cy's coverage and other dimenaons, 
look at Qie premium. If two polides 
are comparable, pidc the one with 
the lowest premium. 

Hosptal-surgical plans cost less 
than nuyor-medical polides, but 
they generally pronde much less 
coverage At Bankers life and Casu- 
alty, a 4&-year-old man living in Chi- 
cago would pay $806 a year for a 
13 



hosptal-surgical plan, compared 
with $1245 for the company's m^or- 
medical policy. But as you can see 
frvm the column labded "Payout," 
the coverage offered by these poU- 
des is, for the most part, deddedly 
inferior to that provided by m^or- 
medical polides. 

The highest room-and-board cov- 
erage offered by the hospital-surgi- 
cal polity from Blue Cross and Blue 
^ield of Maine, for example, is 
$276, Some of the state's hospitals 
have room-and-board charges that 
exceed $400. 

Hosintal-surgical plans provide 
fewer benefits, and tiiose benefits 
may not increase with the cost of 
m^cal care Unless the carrier lets 
you upgrade, the benefits you buy 
today may be inadequate if you need 
ho^tal care several years from now. 

If you cant swing the premiums 
for a high-rated major-medlca] poli- 
cy, consider redudng the premium 
with a higher deductible, ttien bud- 
get to cover small medical expenses 
yoursell 

If you're not in perfect health, it^s 
hard to buy coverage at any price. 
It may neverthdess be worthwhile 
to shop several carriera to see if 
they'll issue coverage with exdu- 
sion riders. 

If you live in Alabama, Hawaii, 
Maryland, Midiigan, New Hamp- 
shire, New Jersey, NewYorii, Nortti 
Carolina, Pennsylvania, Rhode 
Island, Vermont, Viiipnia, or the IMs- 
trid of Columbia, you mil be able to 
buy an "open-enrollment" policy from 
Blue Cross and Blue Sfiidd at least 
sometime during the year. 

In Maine, the Blue Cross and 
Blue Shield organization accepts 
anyone for coverage, but wOl add 
exclusion riders for ttiree years on 
polides for people with various 
health conditions. 

If you live in one of 23 states mth 
a high-risk pool, you may be able to 
fHirchase coverage from the pool 

There's no insurer of last resort for 
peoide living in the other 15 states. 
Short of getting a job with a large 
business or marrying someone who 
worits for one, people who are unac- 
ceptable to insurance companies are 
out of ludc They have no choice 
under ttie current system but to join 
file growing ranks of the uninsured. 
Ratingi btpn on page 14 



Reprinb of this report are avattable 
IK bulk quantify For itffitrmation 
andprim. wriU CU/RePrints. P.O. 
Bat CS 2010-A. Mount Ver- non. 
N.Y. I0S51. 
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RATINGS 



I Hgplth-insufgnce policies 



Listed by types. Within types, listed In order 
of estimated overall quality, based on poli- 
cies for a single person. (Family policies 
closely tracked single policies in overall 
quality.) Differences of less than 5 points 
were judged Insignificant Companies 
marked with an asterisk did not respond to 
our survey. Dashes indicate we could not 
obtain information: In those cases we as- 
signed values representing the average for 
all policies. 

D Annual pramiumi. These are annual 
premiums tor 45-year-oid m*b and wamtn 



living in Chicago. For a company not selling 
there, the premium is for the company's 
major operating territory. Family premiums 
assume a 40-year-old husband, a 35-year- 
old wife, and two children. Premiums are 
given for policies with $500 deductibles. If 
the company does not offer a $500 deduct- 
ible, we show the premium for the closest 
deductible to $500; footnotes (on pages 
16-17) state the deductible on which the 
price is based. Premiums for nvleniitv ridar 
show the cost of adding coverage for rou- 
tine pregnancies. 

B Quality index. A summary of how the 
policy performed for a ilagl* person. 
B Payoul. The percentage the policy paid 



for a fiii|l* person and for a fanily on an 
average mix ot claims filed by 25,000 poli- 
cyholders. We used a $1000 coinsurance 
maximum for each policy. If the policy did 
not offer this amount, we used its maximum 
that was closest to $1000. Most plans re- 
quire 20 percent coinsurance. Exceptions 
are noted in the Comments, 

DColaitropMi ilalmi. Ivleasures how 

well a policy would have paid after the 
deductible was met on two actual claims 
involving catastrophic illness — one for 
treatment o( colon cancer, the other, a sen- 
ous heart attack. A policy that scored e O 
paid more than 96 percent of the expenses 
for both claims. A policy with a © paid more 




M.jor-ni.di»l 


llu* Cr«H and Una Shiald of Minnesota 


AwareGold(F2fl44)PPO 


$1493[i]II] 


SI 962 01(3 


S51OO00 


Included 


Capital llua Creii w/P«nn. Blue Shield 


Major Madlcal 


18151] 


18150 


39230 


Included 




UltraCare, no colDsurance 


1304 a 


2240(3 


50120 


ssoe 


Hue CtOM and Hue Shield of New Jeriey 


Medallion 


1843 [S^ 


1843(3(3 


475900 


Included 


■enefltTruiltife 


MMI 


179451 


2096(3 


43190 


Included 


Empire Blue Cre» Blue Shield 


Tradition Plus Wraparound (LGL3252} 


2392 m 


23920 


6126(3 


Included 


Independenie Blue Cra» w/Penn. Blue Shield 


Major Medical w/Plan 100 


2192 ES 


^^a^5S 


5159 Ea 


included 


Blue CroM and Blue Shield of Minnei eta 


Aware Care (F2239) 


essID 


882(3 


22260 


included 


Jlmeriian Republii 


UliraComp 


1632 [a 


19530 


4333 


636 






1596 [I] 


18770 


42000 


608 


Blue Crois of Wathlngton and Alailia' 


Personal Prudent Buyer, Low Option 200, Wash 


1092 [US 


1092(3(1) 


237600 


None 


Blue Creu and Blue Shield of Alabama* 


ALPHA Plan 


1 308 [EIDEa 1308(11 EEB 3432(1] [363 72 


Blue Crosi and Blue Shield of lllinoli* 


Non-Group PPO 


1543 


1932 


4363 


261 


Blue Creif and Blue Shield of Montana- 


Personal Choice Plan 


1851 


1851 


4241 


Included 


Blue Crof f and Blue Shield of Montana- 




1553 


1553 


3554 


Included 


Blue Cfosi and Blue Shield el New Jersey 


Direct Payment Supplemental Major Medical 


3167 ES 


3167 Ea 


6135 ES 


Included 


Blue Croii and Blue Shield of Indiana- 


Personal Security 


1293 


1374 


2935 . 


1164 


Blue Cross and Blue Shield of Oklahoma- 


Haallh Check 


17640 


1764Eil 


37800 


Included 


Blue Cross and Blue Shield of Maryland' 


Personal Comp 


1001 


1001 


2604 


Included 


Central States Health t life 


Individual Ma(or Medical (569-570. 571-572) 


1463(3 


19000 


37210 


791 


Time 


24 Karat (502) 


1580(11 


18760 


3854 


490 


Benefit Trust life 


Tele-Med 


1443 


1822 


3878 


1257 


Bankers life and Casualty 


VIPV(Cn-G002) 


1245(E 


1625(3 


33820 


None 


Bankers MuIHple Line 


The Speclmm Plan {D-G002) 


12450 


16250 


33820 


None 


Union Bankors 


The Spactrum Plan (MM-89) 


1245(11 


1625(3 


33820 


None 


Blue Slileld of California- 


Preferred 


1952 


1952 


3299 


None 


Blue Cress and Blue Shield of Now Jersey 


Blue Care 


1261(11 


12610 


34000 


Included 


Blue Cross of Washlnglen and Jtlaska* 


Traditional Individual in Alaska 


1933 


1933 


4123 


None 


Blue Cross of California- 


Personal Prudent Buyer 


1680 


1680 


3S88 


3360 


Blue Cross and Blue Shield ef Illinois- 


Non-Group Comprehensive 


18380 


19920 


4886 G3 


None 


Blue Cress and Blue Shield ef Maine 


Blue Alliance 


1294 ES 


1294 E3 


2580 £3 


Induded 


Empire Blue Cross Blue Sfileld 




1507 E3 


1507Ga 


3228 Ei 


Included 


Benefit Trust LHe 


MM2 


1496 


1751 


3603 


None 


Blue Cross and Blue Shield ef Arliena- 


PreteredCare 


716 


716 


1928 


None 




T0lalMedll(4945) 


1708(3 


1724 


40320 


1860 
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than 90 percent. A policy with a O paid at 
least 81 percent, and a policy with a O paid 
at least 75 percent of the expenses, 

BUfetim HBiInuin. Total benefits a 
policy will pay over a policyholder's life. 
B HafcriiitY lavcrag*. This shows the 
quality of the maternity rider that covers 
routine pregnancies and deliveries. II a poli- 
cy offered coverage for complications only 
if policyholders buy a rider lor routine cov- 
erage, it scored a #. It scored a O if it 
offered coverage lor complications without 
requiring purchase of the rider. 

B RenewafailHy. SHr«BiMri means the 

policy is guaranteed renewable lor the poli- 



cyholder's life. CflndHlsMt means that the 
company can cancel it along with all similar 
policies, Opriaeal means the company can 
cancel an individual policy. 
B Rot* Mslery. A O indicates that over a 
five-year period the company has raised 
rales on the policy less than the medical 
consumer price Index, which averaged 7.2 
percent each year over the period. A O 
means that it raised rales at least 17 per- 
cent a year. 

B Preeilillng lllniii. The waHiaf pcrlcd 
is the number of nsBtlii a policyholder must 
wait before coverage begins for a preexist- 
ing illness not disdosed on the application. 
The waiting period may be shorter for dis- 



o © o o 



closed Illnesses. The look-batk fttai Is 
how far back in time the insurance company 
will investigate for preexisting illness 
ID Available to anyane. A "yes" indi- 
cates the policy is available to any applicant 
regardless of health status. 
ID Exflutisn ridars. A "yes" indicates the 
company will issue coverage with exclu- 
sions for certain conditions or for certain 
parts of the body 

IB Highar ralai. A "yes" means the com- 
pany will Issue coverage but at higher 
premiums lor some medical conditions. 

IB Olher (Overage. Additional coverages 
and features a policy may offer. See Key. 






85 


89% 


89% 


e 


None 


e 


Conditional 


O 


24 


3 


No 


Yas 


Yes 


a.b,c 


A 


000-382-2000 


63 


S4 


87 





None lor basic policy 


e 







12 


12 


Yes 


No 


No 


a,c.d 


C 


717-255-0820 


81 


82 


68 


o 




o 


Guaranteed 





24 


24 


No 


Yes 


Yes 


B,d 


B 


800-247-2190 


60 


88 


8S 


o 


None 


e 


Condltiana) 


_ 


12 


12 


No 


No 


No 


a,c,e 


C 


201-822-4500 


80 


86 


85 


o 


1-million 


o 


Guaranteed 


e 


24 


24 


No 


Yes 


Yes 


a 


C.G 


708-615-1500 


80 


83 


82 


o 


1-million 


e 


Conditional 


— 


11 


24 


No 


No 


No 


a,d,h 


C 


212-490-4757 


80 


83 


83 


o 


None lor basic policy 


e 


Conditional 





12 


12 


Yes 


No 


No 


a,c 


C 


215-564-2100 


79 


76 


72 


o 


None 


e 


Condibonal 


e 


24 


3 


No 


Yes 


Yes 


a.c,h 


_ 


800-382-2000 


78 


74 


60 


o 


2-niilllon 


o 




— 


24 


24 


No 


Yes 


Yea 


a.d 


D 


800-247-2190 


77 


75 


61 


o 


1-mllllofl per condition 


o 


Guaranteed 


— 


24 


24 


No 


Yes 


Yes 


a,d 


— 


800-247-2190 


75 


82 


67 




1 -million 


e 


Conditional 


— 


12 


12 


No 


Yes 


No 


a.c.d 


E 


800-752-6663 


75 


75 


60 


— 


None lor hospllal 


o 


Conditional 


e 


12 


24 


NO 


Yes 


No 


a 


J , 


800-392-5705 


75 


73 


61 


— 


1-milllon 


e 


Optional 


e 


12 


12 


No 


No 


No 


a,c.h 


E 


312-938-7209 


74 


68 


62 


_ 


None 


e 




— 


12 


12 


No 


No 


No 


a,c 


F 


406-444-8210 


74 


68 


62 


— 


None 


o 


Conditional 


— 


12 


12 


No 


No 


No 


a.c 


F 




74 


74 


74 


o 


None lor basic policy 


e 


Conditional 


— 


12 


12 


Yes 


No 


No 


a,e,f 


C 


201-822-4500 


74 


82 


68 


— 


1-mllllon 


o 


Conditional 


— 


12 


No limit 


No 


Yes 


NO 


a 


B.E 


800-522^075 


74 


77 


72 


— 


1-mlllion 


e 


Optional 


e 


12 


6 


No 


Yas 


No 


a.c,ti 


K 


918-560-2121 


74 


73 


72 


_ 


1-milllon 


e 


Conditional 


e 


9 


No limit 


No 


Yes 


No 


a.cd 


— 


800-992-2308 


73 


73 


80 


o 


1-million 


o 




e 


12 


24 


No 


Yes 


Yes 


a 


— 


402-397-1111 


73 


72 


60 


e 


2-milllon 


o 


Conditional 


e 


24 


12 


No 


Yes 


Yes 


a 


— 


800-333-1203 


72 


71 


58 


o 


2-million 


o 


conditional 


— 


24 


12 


NO 


Yes 


Yes 


a 


— 


708-615-1500 


71 


75 


64 


o 


None 


e 


Conditional 


e 


24 


24 


No 


Yes 


Yes 


a.Q 


— 


312-777-7000 


71 


75 


64 


o 


None 


e 


Conditional 


e 


24 


24 


No 


Yes 


Yes 


a,g 


— 


312-777-7000 


71 


75 


64 


e 


None 





Conditional 


e 


24 


24 


NO 


Yes 


Yes 


a,g 


— 


214-939-0821 


71 


73 


60 


— 


2-million 


» 


Conditional 


— 


12 


12 


No 


Yes 


No 


a,c.d 


E 


800-624-5150 


71 


70 


70 


« 


100.000 per year 


e 


Conditional 


— 


12 


12 


No 


No 


No 


a.e 


— 


201-822-4500 


71 


75 


60 


_ 


1-mlllion 


e 


Conditional 


e 


12 


12 


No 


Yas 


No 


a 


— 


800-752-6663 


71 


68 


55 


— 


2-nillllon 


e 


Conditional 


— 


6 


6 


No 


Yes 


No 


a,c 


E 


800-777-6000 


71 


70 


56 


_ 


l-mllllon 


e 


Optional 


e 


12 


12 


No 


No 


No 


a 


— 


312-938-7209 


70 


67 


72 


— 


None lor basic policy 


e 


Conditional 





12 


No limit 


Yes 


Yas 


No 


a.l 


C,G 


800-482-0986 


70 


61 


59 


o 


500,000 


e 


Conditional 


— 


11 


24 


Yes 


No 


No 


a,d,ti 


— 


212-490-4757 


69 


72 


60 


o 


1-mllllon 


e 


Guaranteed 


o 


24 


24 


No 


Yes 


Yea 


a 


C,G 


709-615-1500 


69 


75 


62 


_ 


1-milllon 


e 


Conditional 




11 


No limit 


No 


Yes 


No 


a,c.n 


E 


800-543-2944 


69 


71 


60 


o 


2-mllllon 


o 


CondlHonal 





24 


No limit 


No 


Yes 


Yas 


a,d 


— 


414-734-5721 
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Ratings 

Continued 




Blue Cross and sru* SUM of Indiana' 




S 928 


$ 987 


$21 OS 


51164 


Bluo Cross and Bfuo Shiold of Virgrnia' 


Pefsonal Health Care 


2044 Ea 


2044'E3 


4359 E3 


Included 


Bluo Cress and Bfue Shield of Vlralnio' 


Personal Health Care (Healthy Virginian) 


1159Ei 


1189 El 


2454 E2 


Included 


Bluo Cross and Bluo Shlold of llorlda' 


Preferred Patient 


1882 


2085 


4558 


None 




TraditEonal Individual m Washington 


1320 


1320 


2844 


None 


Bluo Cress and Bluo Shlold of South Carolina 


Mark Four 


983 


1292 


2312 


671 


Bluo Cress and Bluo Shield of Kansas- 


Aflorda-Care 


120B 


1208 


2653 


includad 


Blue Cross and Bluo Shield of Kentufliy- 


BCBSSOSa 


765 


1123 


1918 


Included 


Molropolilan life 


Major Medical Expense Plan (FAH 15-86) 


15940 


2042 E3 


4030 6i 


770 


Certified life 


VIP Variahle Individual Protection (CER-G002) 


124511] 


1748(1] 


3382(1] 


None 


First Notional Life 


Major Medical (MM-286) 


1005 El 


1137E3 


2142 El 


748 


Bluo Shield of Callfernia* 


Coronal 


2941 Ei 


2941 E3 


4229 El 


None 


Pyramid LHe 


G91 


150111] 


186311] 


4015(1] 


645 


Golden Rule 


Inflation Guard GHl-H-1 4 


1805 


1990 


3623 


316 


Bluo Cross and Blue Shield of Ariiena' 


ExBcuCare 


940 Ei 


940 E9 


i8i4Ea 


None 


Prudonttot 


Pru-Med (PM-83) 


1228[I]Ofiz 


1584SE3E2 


3127(I]E3Ea2640 


Washinslon Notional 


Classic Choice (AM2836) 


1764 El 


2205(1] 


3249(1] 


900 




CopHal Blue Cress w/Penn. Blue Shield 


Blue Cross Hospital and Blue Shielo Plan 100 


157951 


1579 El 


34510 


included 


Indopondenio Bluo Cross w/ Penn. Blue Shield 


Blue Cross Hospital and Blue Shield Plan 100 


196S@ 


1968 El 


4729 El 


Includad 


Bluo Cress and Bluo Shield of Mithiflun* 


Non-Group Option E 


2004 Ei 


2004 El 


3742^ 


Included 


Bluo Cross and Blue Shield Rochester* 


N on- Group Basic 


101661 


125061 


2^72 El 


Included 


Blue Cross and Bluo Shield of Alabama* 


Nan -Group 


1216E 


1216^ 


29660 


Included 


Blue Cross ond Bluo Shield of Oklahoma* 


Health Check Basic 


756 m 


758(1] 


1848(1] 


Included 


Metropelilan 


Tower Hospital and Meflical- Surgical Expense 


10150 


1162ES 


28480 


None 


Blue Cress and Bluo Shield of Maine 


Blue Cross with Blue Shield H 


1033 El 


1033 El 


2058 El 


Included 


Bluo Cross and Blue Shield ef Montana* 


EasenBal Care Plan 


814® 


814(1) 


1844(1] 


Included 


Blue Cross and Blue Shield ef Ohio* 


Non-Group Policy w/Cata atrophic Rider 


1266 Ei 


1266 El 


268361 


515 


Blue Cross and Bluo Shield of Now Jersey 


Saries 14/20 


1336 El 


1336 El 


279661 


Includad 


Blue Cress and Bluo Shield of Now Jersey 


Co-op Protection Plan and Series 14/20 


1992 El 


1992 El 


3439 Ei 


Included 


Bonhers life and Casually 


Hospital Surgical Proteclion (CR-G020) 


806 m 


1043(1] 


2137(1] 


None 


Bankers Multiple line 


Hospital Surgical Plan (D-G020) 


806(1] 


1043(1] 


2137(1] 


None 


Union Bankers 


Major Hospital Surgical (HS-a9) 


806 [E 


1043(3 


2137(1] 


None 


State farm Mutual Automobile 


Basic Hospital-Surgical 97047IL 


705 a 


853(3 


2177(3 


None 


Certified life 


Hospital Surgical Protection (CER-G020) 


806 [I] 


1043(11 


2137(11 


None 


Pyramid life 


Ggs 


loieHEl 


1250(1] El 


2472 [361 


645 


Hespifal-only 


Empire Blue Cross Blue Shield 


Tradllion Plus Hospital 


839 M 


839 SI 


1886 E3 


included 



m $500 deductiblg an hospital services only 

O Rates lornonsmokers 

(3] S350 deduatlplB on nonhospltal only. 

[3 S500 dgducllOla tor each condition evory 3 

years. 
ISI S300 deductible only tor supplies and drugs. 
W SS50 tor nonhospltal services. 
(3 S300 deductible. 
dj S200 deductible. 
d) S200 deductible tor each ttospllal admission 



El $500 deduciit}le on nonhospltal only. 

M$400deducllblB 

^$750 deductible. 

El $300 deductible lor eacti hospital admission. 

$S00 tor all services 
^$1000 deductible 

El $200 deductible lor nonhospltal services 
^Atlanta rates; $500 deductible for each 

condition. 
^$100 deductible tor hospital inpatient stays 



only: $1000 tor other services. 
El Ho deductible required. 
^$250 deductible. 
$60 deductible tor each hospital admlselon. 

Key to Other Cevera|ei 

a-Prescriptlon drugs for home use. 
b-Preveniive cars for all ages. 

c-PartlcipBlIng physicians for all families, 
d -Mammography. 
e-Pap smears. 
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DPrwaliHiiilllM ii 




69 


74% 


60% 


— 


Sl-miJlion 


o 


Condi lion a 1 


_ 


12 


NO limit 


No 


Yes 


No 


a 


_ 


800-522-4075 


68 


66 


65 


— 


1 -million 





Condilional 





12 


No limit 


Yea 


No 


No 


a,c 


K 


800-553-3164 


6B 


66 


65 


_ 


1 -million 


o 


Condliional 





12 


No limit 


No 


No 


No 


a.c 


K 


800-553-3164 


6a 


70 


62 


- 


1 -million 


Q 


Condilional 


o 


24 


24 


No 


Yes 


Yes 


a,c,d,h 


E 


305-596-7600 


se 


74 


61 


— 


1 -million 


e 


CondHlonal 


o 


12 


12 


No 


Yes 


No 


a.d 


_ 


800-752-6663 


S7 


70 


58 


e 


l-mllllon 





Conditional 


a 


12 


No limit 


No 


Yes 


No 


a 


_ 


800-868-2500 


67 


70 


67 


_ 


1 -million 


o 


Optlonel 





8 


No limit 


No 


Yes 


No 


_ 


M 


913-232-1622 


67 


71 


68 


_ 


1 -million 





Conditional 


o 


9 


No limit 


No 


Yes 


No 


a.c.h 


M 


502-423-2011 


65 


62 


51 


© 


1-million 


o 


Conditional 


_ 


24 


60 


No 


Ybb 


Yes 


a 


_ 


212-578-2211 


M 


75 


64 


o 


None 


Q 


Conditional 


e 


24 


24 


No 


Yes 


Yes 


fl.g 


_ 


312-777-7000 


64 


65 


53 


o 


1-mlUion 





Conditional 


e 


24 


24 


No 


Yes 


Yes 


a 


_ 


205-632-1850 


63 


65 


53 


_ 


2-mllllon 


d 


Conditional 


e 


12 


12 


No 


Yes 


No 


a.c.d 


_ 


800-624-5150 


63 


72 


60 


© 


2-million 


o 


Conditional 


o 


24 


24 


No 


Ybb 


Yes 


a.d,e 


_ 


913-722-1110 


62 


74 


60 


e 


l-mlllion 





Conditional 


d 


12 


24 


No 


Yea 


No 


a 


_ 


817-297-4123 


61 


62 


51 


_ 


1 -million 


e 


Conditional 


o 


11 


No llmil 


No 


Yes 


No 


c 


_ 


800-543-2944 


61 


63 


S5 


o 


None 


o 


Ophonal 


o 


24 


24 


No 


Yes 


Yes 


_ 


Q,H 


201-802-2642 


61 


71 


59 


a 


2-niilllon 


o 


Conditional 


o 


24 


12 


No 


Yes 


Yes 


B 
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physicians lor ramilies below 



. ..BlI-cMldcare. 

l-Ma|or-medlcal coverage after S2500 deduct- 
ible Is met. 

]-Major-medlcal coverage after £25,000 of cov- 
ered expenses are incurred. 



(or phyaidans' visits. 
B- No coinsurance. 

C-Coinsurance only for certain services. 
D-Less coinsurance after the first year. 
E-il PPO doctors not used, coinsurance and 

coinsurance maximums are higher 
F-30 percent coinsurance. 
G-Pays a set amount for hospital room and 

boards 
H -Surgical-fee schedule, 
l-Pays set amount for all aervlcas f or each day In 

the hospital. 



J-Routlne maternity rider offered only with lamlly 
policies. 

K-Routlne maternity coverage Is included as part 
of policy only with family policies. 

L-Matsmity coverage only for delivery and hos- 
pital stays— no doctor visits covered. 

M-Boutine maternity coveraoe and coverage lor 
maternity complications ottered only with tam- 
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CONITNUIN^OTCRAGE 

WHEN YOU LEAVE A GROUP PLAN 



If you leave a job, you may have two options for continumg your 
health insurance short of shopping for an individual policy on 
your own. Depending on the size of the firm you worked for 
and on your state's insurance regulations, you may be able to 
continue your group coverage for a short time as provided 
under the Consolidated Omnibus Budget Reconciliation Act of 
1985 (COBRA). Or you may be able to obtain an individual 
policy through a process known as conversion. Both options, 
though, will usually cost a lot more than you would spend for 
group coverage. 

Because it is less expensive and generally offers better cover- 
age than a conversion policy, your first line of defense should 
be COBRA. 

COBRA: How it works 

If you worked for a business with 20 or more employees, 
COBRA entitles you and your dependents to continued cover- 
age for at least 18 months under your former employer's plan. 
If you are disabled and eligible for Social Security disabili^ 
benefits when your employment ends, you can obtain an addi- 
tional 11 months of coverage, for a total of 29 months. 

If you are insured through your spouse's plan at work and 
your spouse dies, you become divorced or separated, or your 
spouse becomes eligible for Medicare, COBRA provides for cov- 
erage of up to 36 months. 

COBRA requires that you pay 102 percent of your group 
insurance premium. If your employer has been paying a portion, 
you will have to assume that cost in addition to what you were 
already paying, plus an extra 2 percent for administrative costs. 
Disabled people who take COBRA coverage must pay as much 
as 150 percent of the premium for the extra 11 months. 

You can lose coverage if you don't pay the premiums, if you 
become eligible for Medicare, if your employer discontinues 
health insurance for employees still working there, or if you 
join another plan. 

However, if you join another plan and have an existing medi- 
cal condition for which that plan imposes a waiting period, you 
can still keep your COBRA benefits until they would normally 
run out By that time, your preexisting condition may be cov- 
ered under the new plan. But you could be without coverage 
for that condition if your COBR\ benefits stop before the wait- 
ing period on the new policy is over. 

If you work for a company that has self-insured its workers" 
health coverage, you arc entitled to COBRA benefits, even 
though such plans are normally exempt from other insurance 
regulations. 

If you are not eligible for COBRA because your former firm 
employs fewer than 20 workers (or is a church organization), you 
may still have some protection under state laws. If your state 
provides for "continuation" of bcneGts, you may be able to stay 
on your employer's group policy for as little as three months in 
some states or as long as 18 months in others. CThose benefits 
are usually not available to workers In self-insured plans.) 

The follovdng stales do not have comprehensive continuation 
laws: Alabama, Alaska, Arizona, Delaware, Florida, Hawaii, Ida- 
ho, Indiana, Louisiana, Michigan, Misassippi, Nebraska, Penn- 
sylvania, Wisconsin, and Wyoming. 

Some employers consider COBRA an administrative head- 
ache and may offer employees who leave a simpler alternative- 
insurance that covers them only for injuries caused in an 
accident Accident-only policies may be tempting because 
they're cheap — a few hundred dollars a year, compared to a few 



thousand for COBRA coverage— but we don't recommaid 
them. Unless you are very young, you're much more likdy to 
need coverage for ilbiesses than for accidents. 

Boyond COBRA 

After COBRA coverage runs out, or if you're not eligible for 
it, your next options are to take a conversion poliiy or shop for 
indwidual coverage. (Unless, of course, you're covered under a 
new employer's health plan or become eligible for Medicare.) 

Tlie law requires that every employer iirfio normally offers 
converaon policies to workers who leave also offer fcem to 
former employees once their COBRA benefits run out Rfteen 
states, as well as the District of Columbia, dont require cmplt^- 
ers to offo- conversion policies to employees who leave. TTiey 
are: Alabama, Alaska, Connecticut Ddaware, Hawaii, Idaho, 
Indiana, Louisiana, Massachusetts, Michigan, Misdsdp|X, 
Nebraska, New Jersey, North Dakota, and Oklahoma. 

If an insurance company terminates a group plan, employees 
may also be out of luck. Two-thirds of the states require insurer? 
that cancel group policies to offer converaon options to people 
losing their coverage. 

Even when it is offered, conversion coverage is almost always 
inferior to what you received from your group plan. CTwenty- 
four states require rompanies to offer conversion polides witti 
m^or-medical or cornprehenave benefits) If you currently have 
major-medical coverage, a conversion policy may provide only 
hospital-surgical benefits and only pay up to a Ibced amount 
each day for hosintal room and board and surgical procedures 
(see page 7). 

For example, CIGNA, an insurer that offers several conver- 
sion options to employees converting from the group polides 
it underwrites, pays only $250 for ho^ital room and board if 
an employee chooses its topof-the4ine conversion coverage. 
For employees in a tofHif-the-line group policy, CIGNA would 
pay most of the hospital charge, which runs considerably more 
ttian $250. (The average cost of a day in die hosptal is about 
$800.) 

While benefits are low, the prices of conversion polides are 
high, reflecting the fact that it is mostly people in poor health 
who buy this coverage. CIGNA, for example, charges a 45-year- 
old man or woman living in Chicago an annual jn'emium of 
$4736 for its most generous conversion policy wth a $500 
deductible. By comparison, American Republic, the top-ranked 
commercial company in our study, would chari^ a 45-ycar-old 
man in Chicago $1904; a 45-year-old woman, $2240. 

Despite those drawbacks, a converson policy may be your 
only option if you have health problems. (Insurers must make 
these polides available to anyone regardless of thdr health.) 

If only one member of your famDy suffers from some medical 
condition, you may want to take the converaon policy for him 
or her and try to find cheaper, Individual coverage for the rest 
of the family. In some states, a person with health froblems 
may be ellgOile for coverage from the high-risk pool, although 
in certain states, if you're eligible for a conversion policy, you 
can't have pool coverage. 

If you're considering bu^ng an indi^ndual policy instead of 
taking your conversion option when COBRA coverage ends, do 
your shopping well in advance. The slightest health problem 
candtsqu^ifyyou, and it may take time for an insurer to collect 
your medical records and dedde if if s willing to issue coverage. 
Once your COBRA bcneGts run out you have only 31 days in 
most stales to sign up for a conversion policy. 
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INSURANCE 



In the first part of this series, we looked at the problems 
millions of Americans have in obtaining and keeping 
health insurance. We evaluated 71 individual health- 
insurance policies sold by 40 commerdal carriers and 
Blue Cross and Blue Shield organizations, and discussed 
other alternatives for people who lose their group insur- 
ance. 



In Part 2, we go beyond the short-term remedies to 
examine the various solutions to die health-insurance 
crisis that have been proposed by insurance companies, 
physician organizations, and the business communis. 
We also vi^t Canada to look at how that nation jays for 
its health care. The Canadian example is considered by 
some as a model for the U.S. 



HEALTH INSURANCE FOR ALL? 



r^HTIhe American health-care 
^H^ I system is the costliest in 
■ the worid. The U.S. 
I — H_J spends 171 percent more 
on health care per person than 
Great Britain; 124 percent more 
than Japan; 88 percent more than 
West Germany; and 38 percent 
more than Canada. 

Over ttie last five years, the cost 
of health care in the U.S. has risen 
42 percent, &5ter than the cost of 
food, houdng, or transportation. In 
1990, the nation's medical bill will 
total some $666-billion, or about 
$2664 for every man, woman, and 
child. Health-care spending now 
consumes ll'>^ percent of Gross 
National FVoduc^ by the end of the 
decade, it could account for as mudi 
as 15 percent 

Not all of those doUara pay for 
medical treatment The cost of 
administration, claims handling, and 
insurance-company bureaucracy eats 
up at least $65-biUion, ahnost 10 per- 



cent of the total. "We waste more of 
our medical dollars on bureaucracy 
and paper pushing than any other 
country," says Dr. David Himmel- 
stdn, national coordinator of Physi- 
cians for a National Health Pro- 
gram. 

Des^nte the vast sums poured into 
health care, the U.S. ranks 12th in 
life expectancy, behind Japan, Italy, 
France, and (he Scandinavian coun- 
tries. It ranks 21st in the number of 
deaths of chQdren under age 5; 22nd 
in in^t mortality; and 24th in the 
percentage of babies born with an 
adequate birthwcight (Bulgaria, 
Hong 'Kong, and the Soviet Union 
all do better on that last measure). 

Among industrialized nations, 
only the U.S. and South Africa M 
to provide access to health care for 
an their dtizens. 

Aiointvtnhirt 

The U.S. health-care system is 
buOt on a lucrative partnership of 



fee-for-service medicine and private 
insuranca For years, doctors and 
hosfxtals had carte blanche to set 
their own fees and pass the cost of 
their sendees along to private insur- 
ance carriers or to their patients. 
Insurance companies (and patients) 
rardy questioned the amount of 
those bills, "^o one ever paid us to 
go fight with doctors," says one 
insurance executive. 

If fees rose higher ttian flie premi- 
ums the insurance companies 
needed to pay claims and turn a 
profit, the insurers simply raised the 
price of coverage. Policyholders 
oould either pay the higher premi- 
ums or go uninsured. 

The cost of medical care has now 
forced insurance premiums so hi^ 
that millions of people are going 
uninsured The whole system 
keeps pridng more and more peo- 
ple out of it," admits Howard 
Bolnidt, president of Celtic Life, a 
sdler of health insurance. The mar- 
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ket is working effidently, but ilfs 
less than optimum from socie^s 
point of view." 

Decades of debate 

As more people are squeezed out 
of the American health-care system, 
and as basic public-health statistics 
underline the system's comparative 
inadequacies, a decade^d debate 
over public-health policy has been 
rekindled. The debate has been sim- 
mering for some 80 years. 

In the years before World War I, 
in the 1930s, in 1949, in 1965, and 
again in the 1970s, the U.S seemed 
on the verge of establishing univer- 
sal healUi insurance. A 1939 issue of 
CONSUMER REPORTS noted: "^ere is 
now no doubt of the growing wave 
of popular sentiment in favor of an 
efficient public health program. It 
has become obvious that the people 
of the country intend to see to it that 
the whole population shall benefit 
from the discoveries of modern 
medical science. The only question 
before the country now is "how 
soon?" 

A decade later, in 1949, we report- 
ed: "As the new Congress meets, 
prospects for national health insur- 
ance have never looked better. 
TTicre are a number of reasons why 
1949 may see a Federal insurance 
law passed at last The American 
public has overwhelmingly demon- 
strated its approval of he^th insur- 
ance in many surveys, in legislative 
programs of consumer, civic, and 
labor groups, in government poUcy 
reports, and in endorsements by 
political leaders. Soaring prices 
have made the cost of medical care 
even more difGcult for most families 
to afford." 

^xtcen years later, a national 
health-insurance i»-ogram still 
hadn't come to pass, despite the 
committed leadership of Ftesident 
Lyndon Johnson. In 1965, after pow- 
erful lobbying against national 
health insurance by organized medi- 
cine. Congress voted to authorize it 
only for tiie elderly, in the form of 
Medicare. (At the same time, it 
established Medicaid, a new gov- 
ernment program for the poor.) 

Even Uicn, tiie Medicare Act was 
tailored to the economic demands 
of the American Medical Associa- 
tion and Blue Cross and Blue 
Shield, the primary insurance car- 
rier of the day Fce-for-scrvice medi- 
cine and the Blue Cross method of 
rcimburang healtiHare providers 
became part and parcel of Medi- 
care. They laid the foundation for 



today's towering health-care costs. 
(Blue Cross and Blue Shield also 
got the job of pa^g Medicare 
clums for the Government.) 

Again in the 1970s, there was seri- 
ous talk of universal health insur- 
ance. But Preddent Jimmy Carter 
could not muster tiie political badt- 
ing needed to fulfill his campaign 
pledge to implement it 

How has a system that costs so 
mudi and still foils short managed 
to survive and resist reform? 

The power of the AMA 

Fearfiil that universal healUi 
insurance will lower the incomes of 
its 271,000 members, the American 
Medical Assodation has for years 
denounced national health insur- 
ance as "socialized medicine." More 
to the point, the AMA has paid poli- 
ticians handsomely to view national 
health insurance in the same light 

The AMA is one of the largest 
contributors to political campaigns, 
appearing near the top of almost 
every list of the big money raisers, 
the big contributors, and the Ing 
trade assodation political action 
committees (PACs) compiled by the 
Federal Elections Commission. 

During a 15-month period ending 
in March 1990, the AMA ranked 
second on tiie election commis- 
sion's list of the top 50 PACs in 
amount of receipts, second in total 
spending (which includes funds for 
advertising and mailings as well as 
contributions), and seventh in the 
amount of cash on hand, wQi some 
$2-million in reserve to bankroll 
fiiture campaigns. 

In the 1988 Congresaonal eleo 
tions, tiie AMA spent $5.3-million, 
including $2.3-million in direct con- 
tributions to House and Senate can- 
didates. From January 1989 
through Mardi 1990 it has given 
money to 348 members of Con- 
gress, indudingaghtof the 12 Con- 
gressional members of the Pepper 
Commis^on, a bipartisan group 
composed of members of Congress 
and industry representatives Uiat 
was established to study hcaltii-care 
finandng and recommend changes. 
The Commission was chaired by 
Sen. John D. Rockefeller IV, D-W.Va. 

To replenish its coffers, the AMA 
embarked on a special effort last 
year to discredit the Canadian 
health-care system, often viewed as 
a model for reform in Uie U.S. In 
what it called its "Sti-engthening tfie 
U.S. health-care system" campaign, 
the AMA wrote to member physi- 
cians: "We need your help to con- 
2 



tinue reaching millions of Ameri- 
cans. We must tell them tite focts 
about the dangers In a Canadian- 
type health-care system — before itfs 
too late. Hdp us continue publlsh- 
mg our messages in leading 
magazines and newspapers — " 
Enough doctors sent checks that 
the AMA was able to buy ads dispar- 
aging the Canadian system in major 
magazines. (For one example, see 
the illustration on page 3.) 

The AMA's national political pro- 
gram is reinforced by the efforts of 
state medical associations. Firom 
early 1989 to the end of March, state 
me<Ucal associations in 10 states 
spent some $4.1-million on behalf of 
political candidates. 

Insurance dout 

The insurance industry's stake in 
the battle is ttie $17&billion it col- 
lects each year in health4nsurance 
premiums. In a letter sent to mem- 
ber companies last summer, Cari 
Schramm, president of the Healtii 
Insurance Association of America 
(HIAA), warned that "a move in the 
United States to a Canadian 
ai^roach to health-care finandng is 
antithetical to our interests." 
Schramm subsequentiy told CU: 
"We'd be out of business. Ifs a life- 
and-death struggle." 

The insurance uidustry also shov- 
els money at politicians. American 
Family Corp., Uie fifth-largest seller 
of health insurance, particulariy 
dread-disease and cancer polides, 
ranks eighth on the election com- 



HIGH COSTS, POOR RESULTS 



Though the U.S. spends a higher percentage of its Gross 
Domestic Product on health care than these five other 
industrialized nations, its record on infant mortality is the 
poorest of the group (Gross Domestic Product is the 
monetary value, at market prices, of all goods and serv- 
ices created in a country in a given year. Infant mortality 
is a commonly used measure of the overall health of a 
nation, reflecting how well medical services are delivered 
throughout its population.) 



Doctors on the 
picket line: 
Just as organized 
medicine In the 
U.S. has opposed 
universal medical 
Insurance, many 
Canadian physi- 
cians were none 
too fond of the 
notion. When 
Saskatchewan 
became the first 
province to adopt 
universal medical 
coverage, doctors 
ttiers went on 
strike. When 
Quebec followed 
suit In 1970, Its 
doctors also 
staged a short 
strike. 
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mission's list of the top 50 ooiporate 
campaign contributors, ahead of 
sudi giant corporations as Boeing, 
Citicoip, and Ford Motor Co. It 
donated some $250,000 from the 
be^ning of 19S9 through March of 
1990. Three other large sellers of 
health insuranc^-Tlie Travelers, 
Metropolitan, and Prudential, all of 
which collect well over $l-billion in 
health-insurance premiums each 
year — are also among die top 50 
corporate contributors. 

But the insurers don't limit them- 
selves to campaign contributions. 
Their forte is "educational" lobby- 
ing. "We produce lots of research 
bulletins tiiat are dassy little nujn- 
bere," HIM president Schramm 
told CU. When the Pepper Commis- 
sion issued its refnrtin March 1990, 
its recommendations for reforming 
sales practices in the small- 
employer market were strikingly 
similar to those of the HIAA. "^e 
Pepper Commission basically ceded 
the small-group issues to us," 
Schramm says. They (the commis- 
sion's recommendations) are our 
proposals." 

Changes in the wind 

But public dissatisfaction with the 
current system has once again 
brought health insurance onto the 
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On the offensive To counteract positive 
media portrayals of universal health insur- 
ance programs in Canada and elsewhere, 
the American Medical Association launched 
a national advertising campaign m 1989. 
This ad ran in Newsweek. 



national agenda. Poll after poll 
shows that the American people are 
unhappy with the way thdr health 
care is financed. A 19B8 poll con- 
ducted by Louis Harris and Dr. Rob- 
ert Blendon, chairman of the 
Department of Health Policy and 
Management at the Harvard School 
of Public Health, found that 61 per- 
cent of Americans would prefer a 
system of national health insurance 
like the one in Canada, In which 
'the government pays most of the 
cost of care for everyone out of tax- 
es, and the government sets all fees 
charged by doctors and hospitals." 
In 1990, a Los Angeles Times poll 
asking a similar question found that 
66 percent of Americans would pre- 
fer a health-insurance system simi- 
lar to Canada's. "People are ^ 
ahead of the political leadership on 
this issue," says Susan Sherry, an 
offidal at Families USA, a senior dt- 
izens health-advocacy group. 

TTie business conununity has also 
become vocal on the issue. Some 
corporate leaders are calling for 
changes that they would have con- 
sidered unthinkable a few years 
ago. "We need fundamental reform. 
Whether we have the courage to 
move forward remains to be seen," 
says Walter Maher, a lobbyist for 
Chrysler Coip. Chrysler says that 
workers' health insurance adds 
$700 to the cost of every car it 
builds in the U.S. — an amount that 
must come down if the company is 
to remain competitive. 

Not all doctors side with the 
AMA The 68,000-member Ameri- 
can Collie of Phyadans is calling 
for reforms that would guarantee all 
Americans access to medical ser- 
vices and reduce the waste and inef- 
fidency in the present system. The 
3000 members of Physidans for a 
National Health Program have a 
similar goal. (Those groups, howev- 
er, don't back their programs with 
political contributions.) 

Privately, even some insurance- 
industry executives recognize Oiat 
universal health insurance is proba- 
bly inevitable, and they have been 
preparing for thear eventual role in 
it. "Some companies are saying, 'If 
we can survive until there's national 
health insurance, we have a shot at 
administering it," says an offidal at 
one Blue Cross and Blue Shield 
organization. 

Solving the crisis 

A number of remedies for tiic 
health-insurance crisis have been 
proposed by various interest 
3 



groups. Some are limited; others 
are more bur-reachmg. Some deal 
only with controlling costs of the 
he^th-care system. Others confront 
the more base question of prodd- 
ing access to care for everyone. 
Among the proposals likely to be 
part of the public debate in tiie com- 
ing montiis are these: 

1. Encourage people to tue 
few&r medical services by writing 
higher deductibles into policies. 
The theory behind this proposal is 
Uiat when people p^ a greater 
share of their bQls, theyll use healQi 
care more frugally. As a result, the 
argument goes, health-care costs 
will decrease, premiums will rise 
more slowly, and more people will 
be able to afford coverage. 

Such a notion assumes that peo- 
ple prescribe their own medical 
care. Most of the time they don"^ 
their doctors do. 

Health-care providers also stimu- 
late mudi of the demand fordective 
medical care. Hospitals now adver- 
tise in magaanes, on tdevidon, and 
on billboards — drumming up busi- 
ness for their inpatient psydiiatric 
sendees, for example, when sudi 
cases might be handled more appro- 
priately on an outpatient baas. As 
part of its coiporate-image promo- 
tion. General Electric advertises 
magnetic resonance imaging 
machines (MRIs) on television. "It 
doesn't hurt to have people aware 
of MRIs," says a GE spokesperson. 
If people ask for MRIs instead of 
ordinary X-rays, hospitals will have 
no choice but to shell out $1.4-mil- 
lion to $2-million for a madiina 

Higher deductibles may indeed 
make some people think twice 
before seddng care in the first place. 
WhDe discouraging unnecessary 
services is a reasonable goal, Uiere's 
an obvious danger that people will 
postpone necessary treatment llien 
more costiy procedures may be nec- 
essary, or it may be too late. 

There is even some doubt as to 
whether any savings would result 
from a switdi to higher deductibles. 
"Our experience has shown that 
higher deductibles have not pre- 
vented our [daiml costs from going 
up," says Andy Perkins, a vice prea- 
dent at The Travelers. 

2. Do away with state-man- 
dated benefits. Each state requires 
that health-insurance polidcs sold 
there indude certain coverages. 
These so^alled state mandates vary 
among states, but many require 
insurers to cover newborn babies, 
adopted children, prenatal care, and 
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mammographic screening. They 
may also offer employees tfie option 
of continuing thdr coverage when 
they leave a job. 

"Hie insurance industry contends 
that some mandated benefits, such 
as coverage for visits to psydiolo- 
gists, podiatrists, chiropractors, and 
social workers, are of questionable 
value and unnecessari^ raise the 
price of insurance. However, Qie 
industry has no estimate of the 
overall premium savings that would 
result 

In ClTs view, repealing mandated 
coverage moves in the wrong direc- 
tion — toward less access to care. To 
shave a few dollars off premiums, 
more women would lose their [re- 
natal care, more newborns and chil- 
dren woidd go without freventive 
treatment, and more employees 
would have no coverage when ftey 
left their jobs. 

3. Design stripped-down poli- 
cies. Some insuranc&company and 
Blue Cross and Blue Shield exeicu- 
tives have suggested designing poli- 
cies with limited benefits that Oiey 
can sell for about half the price of 
more comprehensive coverage. 

Wh3e such basic policies might 
improve the overall statistics on the 
uninsured, they, too, would result in 
less coverage for indiiriduals. We 
reported on some of them in Part 1. 
An "affordable" basic policy from 
Blue Cross and Blue Shield of Okla- 
homa, for instance, covers only 21 
days of hospital care. Iliat might be 
enough for most sicknesses, but a 
catastrophic illness or injury would 
leave a policyholder uninsured and 
possbly on tiie road to bankruptcy. 
A person whose serious heart attack 
cost almost $50,000 would have 
been left $10,000 in debt by an 
affordable hosfrital-surgical policy 
sold by Pyramid Life, the policy that 
ranked at the bottom of our Ratings 
in Part 1. 

4. Institute **managed care." 
Under the rubric of "managed care," 
insurance companies are belatedly 
paying attention to what their dollars 
arc bu^g. Managed care includes 
formal programs for monitoring the 
qualityoftrcatmcnt and determining 
whether ifs appropriate for the 
patient's condition. Some programs 
require policyholders to seek sec- 
ond opinions before undergoing sur- 
gery, to use hospital outpatient 
bciUtics for specified procedures, to 
use certain doctors and hospitals, 
and to obt^ approval from insur- 
ance companies before starting a 
proposed course of treatment 



Managed care attempts to put 
controls on doctors — ironically 
some of the same controls doctors 
have feared from a national heal^- 
insurance program. In the process, 
it is creating a brand-new profes- 
sion, health-care cost management 
one of the fastest growing segments 
of the health-care industry. Health- 
care cost management finns are 
expected to generate some $7-bil- 
lion in revenue in the next few 
years— revenue that wfll, of course, 
come from insurance premiums. 

Whether Qie savings in the cost 
of health care will be greater than 
the money spent to "manage" it 
remains to be seen. "None of this 
stuff has done anything to make the 
fundamental health-care system 
cost less and [be] more efficient" 
says Curt Fuhrmann, pre^dent of 
the individual health dinsion of 
Washington National. And even if 
managed care eventually reduces 
the nation's healtii-care bill, it will 
do nothing to expand access to med- 
ical services for people who cur- 
rently have no insurance coverage. 

5. Establish risk pools. The 
insurance industry wants each state 
to set up a high-risk pool that would 
provide policies for people the com- 
panies don't want to insure. Such 
pools are yet another way for the 
industry to shed a group of policy- 
holders who are not profitable. The 
HIAA further proposes that the 
states pick up \he tab for pools' loss- 
es; that is, make up the difference 
between what the pools collect in 
premiums and what they pay out in 
claims. 

In the spring of 1990, when we 
surveyed tiie risk pools tiiat had 
been organized in 19 states, we 
found that they covered only about 
55,500 people in total, and all the 
pools were operating at a loss. Pool 
administrators estimated ti^at at 
least 413,000 people in those states 
needed pool coverage but couldn't 
obtain it In Illinois, for example, the 
waiting list was so long that people 
have to wait at least a year for cover- 
age. 

6. Expand Medicaid coverage. 
When Medicaid was first estab- 
lished in the mid-1960s, it covered 
some 70 percent of those with 
incomes below the poverty line. 
Today Medicaid covers just 38 per- 
cent because stales and the Federal 
government have raised their eligi- 
bility standards. 

TTie insurance industry and the 
American Medical Association want 
to reverse Oiat trend by requiring 



Medicaid to cover anyone whose 
income falls below the official 
poverty line, currentiy $12,675 for 
a family of four, $8075 for a couple; 
and $6314 for a ^n^e person. 

Under some proposals, people 
whose incomes are as high as twice 
the poverty level could "buy" Medic- 
ali benefits. Under other proposals, 
these people would have to turn to 
the private market for their cover- 
age. Itfs hard to see how any famOy 
whose income is around $13,000— 
or even $26,000— can afford some 
of the policies we rated in Psrt 1. 
Premiums for families of four 
ranged from about $2000 to more 
than $6000 a year. 

Expanding Medicaid Is an easy 
solution for doctors and msurance 
companies. It costs them nothing. 
The burden will be borne by state 
and local treasuries, whose Medic- 
aid budgets are afready stretched to 
the limit 

Putting Medicaid cards into the 
hands of more people wouldn't nec- 
essarily assure tiiem access to 
health care Many doctors refuse to 
treat Medicaid patients because 
reimbursement rates are low. 
Reforming Medicaid would expand 
coverage for some, but it would also 
increase the government bureau- 
cracy needed to determine eligibili- 
ty. It is at best a stopgap measure 
that will do Uttie to curb waste in the 
healtii-care system. 

7. Reform insurance-company 
practices. One plan proposed by 
insurers themselves would excuse 
people who were once covered 
under a small employer's group pol- 
icy from satisfymg a new waiting 
period for pre-existing illnesses 



WHO WRITES THE CHECKS? 



As costiy as the private-insurance system is, it pays only 31 
percentoftheU.S. health-care bill At least 25 percent comes 
directly out of Americans* pockets. 



Other govornmenl 
programs 




Private 
conlribulors, 
such as churches 
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Signs of the limes Hospilas m some parts of the country now adver- 
tise to fill their beds partly because of recent insurance company rules 
requiring that more procedures be done on an outpatient basis These 
two billboards beckon motonsts along a New Jersey highway. 



Paying for 
long-term care; 
The Pepper Com- 
mission has 
recommended a 
publicly funded 
program to pay for 
nursing-home 
expenses and for 
home care needed 
by people of all 
ages. That would 
eliminate the need 
for most nursing- 
home insurance. 
CU supports this 
approach. 



when their employers change carri- 
ers or when ttiey change jobs. In 
those cases, people with health 
problems would have immediate 
coverage. This proposal would also 
prohibit insurers from excluding 
coverage for certain health condi- 
tions or parts of the twdy by means 
of exclusion riders. 

But insurers stQI don't want to 
take on any unnecessary risk. So 
their proposal also calls for the 
establishment of a reinsurance 
agency (essentially a company that 
insures insurance companies) to 
assume the risk of waiving preexist- 
ing conditions clauses and eliminat- 
ing exclusion riders. Insurers 
themselves would fund the rein- 
surance program through assess- 
ments, but if assessments proved to 
be inadequate, the government 
could be called on to make up the 
difference. 

Another industry-sponsored pro- 
posal would limit the sometimes 
huge annual increases experienced 
by employees who work for small 
firms— to no more than 15 percent 
above an insurance company's gen- 
eral yearly rate increase for all its 
policyholders. 

Both of those proposals would 
help people already safely inside the 
insurance loop. But they won't help 
people with health problems who 
are outside the system or who must 
buy their own coverage. 

8. Require all employers to 
offer coverage. The main propo- 
nent of this approach is Senator 
Edward Kennedy. He is sponsoring 



a bill that would require all employ- 
ers to offer insurance to employees 
who wori{ at least 17'/4 hours a 
week. Under Kennedy's bill, em- 
ployers would also have to pay 80 
percent of the cost of a ba»c pack- 
age of benefits for thdr full-time 
employees. 

Others have proposed variations 
on Kennedy's plan. These so-called 
pay-or-play approaches to health- 
care coverage would require 
employers to offer insurance to 
their workers or pay into a special 
government-operated fund that 
would provide the coverage. In 
other words, employers would 
either "play" by providing coverage 
or "pay" into ttie special fund. The 
Pepper Commission recommended 
such a plan. 

To win support of the AMA, 
Kennedy's bill does not address cost 
containment More people would be 
covered, but most doctors and hos- 
pitals would still have a blank check. 
That omisaon, a serious one in CD's 
view, has also given employers and 
the insurance industry reason for 
opposing this approach. 

Lobbyists for small business 
argue that the costs of providing 
coverage are too great for many 
marginal firms. Unless small bu^- 
nesses received tax relief in 
exchange for providing coverage, 
this approach oould give them a 
powerful incentive to hire employ- 
ees to work fewer than 17'-4 hours 
a week. Seasonal and part-time 
workers could still be left wthout 
insurance. 

Congress is likely to give pay-or- 
play proposals serious consid- 
eration in the next few years. At 
5 



best, these proposals can expani 
insurance coverage for some peo- 
ple. At worst, they fiaO to offer a way 
to curb healUi-care costs. They also 
perpetuate the current system of 
private insurance with all its admin- 
istrative waste. In fact, th^ would 
add another layer of administrative 
bureaucrat^ in creating the spedal 
government fund for workers 
whose employers would sUll not 
pro^dde coverage. 

9. Introduce universal health 
Insurance. Ihis is the approadi 
Canada has taken to fund medical 
care for its dtizens. Under this as- 
tern, everyone is entitled to health 
care, and the public pays the bilts 
through tax dollars rather than 
through insurance premiums. 

IVoviders of health care diarge a 
fee for their services, just as in the 
U.S. But their fee schedules must 
be n^otiated with the government, 
which has an incentive to control 
costs, ^nce tax increases are as 
politically unpopular in Canada as ig 
the U.S. 

In CU's view, the Grst dght of 
these proposals fall short of the 
goal of affordable health care for 
all Americans. They would still 
limit employment opUons — forcing 
some people to stay on a job that 
may othervdse be unsatisfactory 
simply to keep their health insur- 
ance. They could still force a per- 
son to spend as much as $12,000 a 
year to cover a family under a con- 
version policy. Some sick people 
would still have to settle for an 
inferior hospital-indemnity policy 
just because it is better than noth- 
ing. Worst of all, many Americans 
would still be denied proper health 
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care simply because they couldn't 
afford to buy Insurance. 

RMommenckrtions 

The few reforms that were won in 
the past were simply bargains 
struck with doctors and insurance 
companies. People who could least 
afford the cost of medical care or 



insurance were sloughed off onto 
public programs. The piAlic 
assumed the cost of health care for 
those patients through Medicare 
and Medicaid while health-care pro- 
viders and insurance companies 
kept control of the system and 
retained for themselves the ability 
to profit from those who could pay 



Meaningful reform must provide 
for universal access to healA care; 
cost containment mechanisms to en- 
sure quali^ of care; elimination of 
administrative waste; and long-term 
care for the elderiy and disabled. 

Ihe only model for reform that 
attempts to meet diose criteria is the 
Canadian system. It Is not a system 



DoCTORS^jtwURraS 

THE BAniE OVER FEES 



Insurance companies and the Federal sovernment say the/re 
trying to control health-care costs. And in the process, they're 
going head to head with the medical establishment. 

Insurers are now requiring many policyholders to obtain 
approval before beginning a course of treatment They require 
that policyholders have certain fypes of surgery done in hospi- 
tal outpaUent facilities and that they obtain second opinions 
before having any surgery performed. They are also establish- 
ing preferred-provider organizations, PPOs, in which doctors 
agree to reduce their fees to the insurer in occhange for more 
patient^ the insurer lowers deductibles and coinsurance as an 
inducement for policyholders to use PPO doctors. 

Since 1984, the Federal government has limited the fees it 
pays to doctors who treat Medicare patients. It will soon imple- 
ment a new way of paying doctors based on the relative v^ue 
of the various services they perform. This new s^tem is aimed 
at reducing the fees of some highly compensated specialists, 
such as anesthesiologists and radiologists, and increa^ng the 
fees of others, sudi as bmily doctors. The system also includes 
limits on bQling and on the number of services performed. 

So far, an these efforts at taming health-care costs have been 
about as successul as trying to squeeze a balloon. When insur- 
ers or the Federal government clamp down on costs in one 
area, costs expand rapidly in another. "We pay less per c]n'>r\, 
but we pay for more claims," says Curt Fuhrmann, president 
of the individual health division of Washington National, a seller 
of health insurance. "A lot of this stuff works initially, but after 
a while tiie system adjusts and Qnds a way around it' Nowhere 
is that more evident dian in the war over bills that has erupted 
between doctors and insurance companies. 

The fine arf of bill cocfing 

Pressure from insurance carriers to limit physician payments, 
as Medicare does, has spawned a new industry devoted to 
teaching doctors how to bill for their services and maximize 
reimbursement Firms in the business of "doctor reimburse- 
ment and coding" sell thick books and sponsor seminars that 
ten physicians how to beat ttie system. 

"Reimbursement guaranteed. Youll improve your reimburse- 
ment, or youll get your money back," reads an advertisement 
for one such company, Medbooks. "Start now to biU for all of 
the services you provide — and receive all of Ihe payments 
you're entitled to!" reads a Qyer for St Anthony Publishing Inc., 
a company that proclaims it has grown into an industry leader 
in "Ove short years." 

The primers sold by these new firms tell physicians how to 
choose certain billing codes over others that would net them 
less income. There are some 7000 codes representing all the 
services physicians perform, and doctors customanly list the 



codes on the bills they present to patients and thdr insurance 



For example, one newsletter reported that insurance compa- 
nies are not paying if doctors use the code for "hospital dis- 
charge day management when they discharge hospital 
patients. It ad\dsed doctors to use either the code for "medical 
conference by physician regarding medical management wth 
patient, and/or relative, guardian, or others approximately 25 
minutes" or a code for a higher level of daily hos[ntal \isit The 
newsletter recommended that doctors use both codes for a 
whQe and see whidi one insurance companies mil go for. 

A physicians' newsletter from St Anthony Publishing carried 
this headline: "Updating superbill brings finandal rewards." 
SuperbUls are Uie detailed bills that patients receive for the 
procedures doctors perform. St Anthony advised doctors in 
family practice that adding and billing separately for such ser- 
vices as minimal [office] visits, brief [office] visits, iqjections 
such as tetanus and DPT, new patient office visits, suppUes, and 
brief follow-up (xnsultations could bring an Increase in weekly 
revenue of $845, or $40,560 a year (based on 48 weeks). 

The books and newsletters also offer guidance on "unbun- 
, dling^— that is, charging separately for services that were once 
priced together or "bundled." Unbundling almost invariably 
means more income. 

Another newsletter fi-om St Anthony Publishing described 
one medical office in which doctors were performing dilatation 
and curettage procedures 10 to 15 times a week. When the 
doctors were shown how to charge separately for dilatation and 
for curettage, and even for sterile surreal dressings, the aver- 
age payment from insurance companies increased from $300 
to $^5, and the practice increased its revenue some 78 percent 

Insurers strike b«k 

To combat these practices, insurance companies are now hir- 
ing firms to 'Vebundle" the bills that come into their claims 
departments. Indeed, a rival industry has sf»-ung up to scruti- 
nize bills for evidence of the billing practices promoted by the 
coding and reimbursement firms. 

For instance, ERISCO, a subsidiary of Dun and Bradstre^ 
offers "medical claims editor^ computer software that wfll 
rebundle a $2500 bill for performing an appendectomy ($1500) 
with a laparotomy ($1000), the latter being simply an incision 
in the abdomen. Once the computer program has rebundled 
the bill, the doctor will receive only $1500 for Qie appendectomy 
and nothing extra for making the Incision. 

No one knows yet whether insurers or doctors will win this 
war. What is certain is that the battles are costly and the money 
being spent on books, seminars, and software is doing little to 
improve the health of Americans. 
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of "socialized medidne," in which 
doctors and hosptalsworic forthego- 
vemment and patients are as^gned 
to dinics. Canadians arc free to pick 
dieir doctors and hospitals. The Cana- 
dian health-care system costs less 
than the U.S. ^stem and delivers 
more, mostly because it spends less 
on adminisb^tion and bureaucracy. 
Canada spends about 1 to 2<>i percent 
of every health-care dollar on admin- 
istering healUi claims, compared with 
10 to 11 percent spent by private 
insurers in the U.S. 

A move to a universal health-care 
system modeled on Canada's would 
save money in other ways. Because 
medical care would be available to 
everyone, there would be no need 
for medical-payments coverage 
under workers' compensation insur- 
ance or automobile-insurance pol^ 
cies, or for the liability portion of 
homeowners insurance that goes to 
cover injury claims. 

As we explain in the following 
report, Canada has by no means 
found the ideal system. It is facing 



the same cost pressures on medical 
care as the U.S. and European coun- 
tries, and, like those nations, it is 
examining ways to contain them. 
But public debate there has long 
since moved away from reforming 
insurance practices and toward tar- 
geting the country's resources to 
improve the health of its people. 

The U.S. should take the best of 
the Canadian system and add to it 
the techniques that have shown the 
most promise for controlling 
health-care costs and curbing the 
overuse of healdi-care services that 
occurs in both countries. Those 
techniques include establishing 
"practice guidelines" for physicians 
(which define procedures that are 
effecdve under various circum- 
stances) and assessing whether 
new technologies are effective in 
treating disease. Borrowing the 
best from Canada and adding effec- 
tive cost containment would pro- 
duce a uniquely American system 
that would serve all dtizens. 

It may be that the American 



model will evolve first in one of the 
states. (The Canadian system was 
patterned after universal hosptal 
coverage introduced in the province 
of Saskatchewan in the 1940s.) 

Some states are already looking 
for ways to improve access to health 
care for their residents. In Califor- 
nia, for instance, there is a serious 
proposal in the legslature for the 
state to pay for health care, includ- 
ing long-term care, for all Califor- 
nians. In New Yoric, the state 
legislature recently passed a state- 
subsidized insurance plan for young 
diDdren of the working poor, a step 
some see as a move in the direction 
of universal health insurance. 

"In the next decade, if you don't 
have a national health system, the 
insurance companies will continue 
to selectively deinsura No matter 
how many premiums you've paid, 
youll never know4f you'll be next," 
says Dr. Jane Fulton, a professor of 
health policy at the Univo^ty of 
Ottawa, "^at risk should be intoler- 
able to Americans." 



A LOOK AT THE CANADIAN ALTERNATIVE 



N 



ear downtown Montreal, a 
pregnant woman arrives at 
a centre local de services 
communautaires. Here at tiie CLSC, 
as the center is called, she receives 
rc^ar checkups and counseling on 
the right foods to eat during her 
pregnancy. 
When ifs time for her to deliver, 



THE ROAD NOT TAKEN 



Canada and ihe U S. were spending about the same percentage 
oflheirGross Matronal Products on health care in 1965,justbefora 
Canada established its publicly funded insurance system for 
medical services, Since then, the U.S., whidihas retained private 
insurance, has spent a greater portion of GNP on health care. 




Source; Paying More, Qening Lmi: How U.S. Hsalih Cara Uaasuroe Up, 
Nailenal HsaWi Cars Canpoigr). 1968. 



she will go to a local hospital. One 
of the two doctors who has been car- 
ing for her will deliver the baby. 
After the baby is born, she can 
bring it back to the CLSC for immu- 
nizations and follow-up care. 

A sodal worker at ttie center will 
help her a^'ust to the demands of 
motherhood if she needs help, and 
a staff nurse will visit two weeks 
after the baby is born to give breast- 
feeding advice and answer oUier 
questions. 

If the nurse finds that the mother 
lacks the skills to care for her baby, 
or detects more serious problems 
such as child abuse or neglect, 
more intensive counseling, dther in 
Uie mother's home or at the CLSC, 
will be scheduled. When the mother 
needs a break, she can take tiic 
baby to the CLSC's day-care center, 
where women from the surround- 
ing community drop off their chil- 
dren for a few hours each week. 

The woman will pay nothing for 
these services. She simply presents 
her orangfrand-yellow health card, 
issued by the government of Que- 
bec. That card entitles her to free 
medical^ care at any of the 158 
CLSCs in the province or from any 
7 



doctor or hosintal she diooses. 

The CLSCs in Quebec, as w^ as 
similar community healtti centers in 
other prownces, represent an 
attempt at integrating medical care 
and sodal services within the frame- 
work of Canada's unhrersal health- 
care system. 

CLSCs help community re^dents 
find housing or day care for elderly 
or dd[ parents. Some offer smok- 
ing-cessation clinics. At others, dd- 
eriy residents from the surrounding 
community can come by for a hot 
lunch at noon or for flu shots. A few 
CLSCs function as mini-hospitals 
where patients are admitted and 
kept overnight for observation anfr 
treatment. 

'^e CLSC is an example of how 
policy is moving toward improving 
the overall health of tiie population," 
says Dr. Michael Rachlis, a Toronto 
physidan who has studied his coun- 
tr/s health system. 

How the sysfem evolved 

Twenty-five years ago, Just before 
Canada began phasing in universal 
insuirance for medical services, the 
U.S and Canadian health-care sys- 
tems were on parallel (racks. Both 
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countries were spendins about 6 
percent of Gross National IVoduct 
on healQi care. By 1987, as health- 
care costs increased throufj^out Qie 
industrialized worid, Canadians 
were spending 8.6 percent, while 
Americans were spending 11.2 per- 
cent 

But by then, the two countries 
were already on very different 
tracks. In 1966, Canada passed its 
Medical Care Ac^ entitling all resi- 
dents to medital care fiinded 
through the tax system. (Free hos- 
pital care had been estabUshed in 
1957.) About the same time in flie 
U.S., the president of the American 
Mecdcal Association declared that 
health care was a inivilege, not a 
right— an issue still not MIy 
resolved in ttie U.& today. 

No private insunoK* 

Canada outlawed inivate insur- 
ance for any sauces covered by its 
universal programs. Insurance com- 
panies there can sell health policies 
only to pay for uncovered services, 
sudi as private rooms in hospitals, 
medical expenses incurred in for- 
dgn countries, and dental care. 
When Canadians go to a hospital or 
see a doctor, they simply show their 
medical card, issued by the pronn- 
da] government Hie doctor then 
bills the government and is rdm- 
bursed according to fee schedules 
negotiated earlier. (Hospitals re- 
ceive an annual budget that covers 
virtually all patient costs. They are 
paid one-twelfth of their budget 
each month.) 

Since the billing forms used by 
doctors are standardized and only 
the government pays the bills, pro- 
cessing costs are low and providers 
recehre payment in about 30 ds^s. 
I^tients don't have to cope with Uie 
deductibles, coinsurance, coinsur- 
ance maximums, or out-of-podcet 
expenses that are part of virtually 
every American health-insurance 
policy. Nor do they have to fill out 
oom^cated forms. There are no 
user fees, and doctors cannot 'ttal- 
ance biO"— that is, diarge more 
than die negotiated fee. (hi the U.S., 
doctors can bill patients for more 
than the insurance company's allow- 
able charge.) 

Canada's program covers most 
medical services. However, eye- 
glasses, prescription drugs for peo- 
ple under 65, out-of-hospital dental 
care for adults, and cosmetic sur- 
gery are usuaDy not covered ui 
most provinces. Some provincial 
governments also pay for a few 




'■ At a clinic near downtown Montreal, Dr. Stephen DITommaso 
examines Sandra Gail Daigleish while her son Antoine watches. Pregnant 
women are closely monitored a1 Canadian clinics and offered services ranging 
from nutritional counseling to home visits after their babies are born. 



nohphysidan services, such as 
physiotherapy, podiatry, and chiro- 
practic treahnents. 

Fee-for-seniw doctors 

Although Canada replaced private 
insurance polides mth a public- 
insurance system, it retained Cee-for- 
service medicine; that is, most 
doctors receive fees for the services 
they perform, rather than a salary 
Today pbysidans' incomes are 
among the hi^est in Canada — four 
to five times higher than the aver- 
age industrial wage. (In the U.S., the 
average physidan in private practice 
earns live to six times the average 
industrial wage.) 

Each year, medical associations 
and the provincial governments 
negotiate an overall increase in the 
fee sdiedule. The assodations then 
allocate the increases among vari- 
ous spedalties and services. 

The n^otiated fees, however, 
tend to be lower than in the U.S. 
(where doctors also care for 
patients who can't pay). In Quebec, 
for instance, medical groups have 
n^otiated a fee of $217 for doctors 
who perfonn cesarean sections 
(they receive $87 more if there are 
complications and $109 more if the 
delivery is at night or on the wedc- 
end). They receive a fee of $174 for 
performing an appendectomy. 
(Here and elsewhere in this report, 
all Canadian figures are given in 
U.S. dollars.) In tiie U.&, the aver- 
age physidan fee for delivering a 
baby by cesarean is $1222, and the 



surgeon's fee for performing an 
appendectomy averages $846. 

The cost of malpractice insurance 
in the U.S. is higher dian in Canada, 
and U.S. doctors maintain they must 
practice defensive medidne to avoid 
malpractice suits. Nevertheless, the 
money spent on malfvactice premi- 
ums still accounts for only a tiny 
fraction of the differences in cost 
between the two health-care sys- 
tems, according to Dr. David 
Himmdstein of Phyadans for a 
National Health lYogram. 

Compared with the U.S., Canada 
spends mudi less on health care, 
but its system is still the second 
most expensive in the worid, a sta- 
tistic some trace to an oversun^ly of 
doctors who bill for too many ser- 
vices and to overutilization of medi- 
oil services by patients, llie 
government gives Canadian doctors 
considerable autonomy in their 
practice of medicine. And they have 
no insurance companies looking 
over their shoulders as do doctors 
in tiie U.S. 

Hospital budgets 

Hos;»tals also negotiate their bud- 
gets with tiie provindal ministries of 
health. Budgets are based on a 
baseline amount that the hospital 
spent in 1969. Each year, the minis- 
tries grant increases for inflation, 
for new programs, and for increased 
activity in the hosfnlal's services. 

Because the ministries have 
tended to hold increases to less than 
the actiial rate of inflation, hospitals 
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Child's ploy Pierrette Croteau, a child-care worker at the Mohtreal clinic, helps 
toddler and preschoolers at the facility's^day-care center. Each day the center 
looks after 10 to 20 neighborhood children whose parents drop them off either 
for half-day or full-day care. 



have had to redistribute Qieir fiinds 
internaQy to live within their bud- 
gets. Ottawa Ci^c Hospital, for 
instance, closed 82 beds in 1989 but 
was able to serve more people than 
the previous year by shifting 
patients to outpatient care and sur- 
gical day-care centers, 6llminating 
overnight stays for preadmission 
testing, and ^ortening the length 
of stays. Canadian health-policy 
planners say that reducing tfie num- 
ber of days patients spend in hospi- 
tals is vital if the system is to get its 
costs under control. 

In the U.S., hospitals in states 
without limits on hospital rates can 
simply raise th«r daily charges and 
pass them along to insurance com- 
panies that pay the bills for patients 
who are not on Medicare. Insurers 
then pass them along to policyhold- 
ers. (For Medicare patients, the 
Government pays a fixed amount 
based on the diagnosis.) 

Newteduiology 

Provindal governments also con- 
trol the introduction of eiqiensive 
new tedinology like magnetic reso- 
nance imaging madiines, which 
take sharp pictures of internal 
organs, and lithotripters, which 
crush kidney stones and gallstones 
with sound waves. A hospital can 
raise private fimds to buy an MRI, 
but since the money to operate it 
comes from the government, hospi- 
tals generally don't do that Further- 



more, dodors can't bill the 
government for use of the equip- 
ment unless it is auttiorized. 

The introduction of new technol- 
ogy has, therefore, gone more 
slowly than In the U.S. Critics of the 
system, mosUy doctors and hosin- 
tals, contend that as a result, some 
people are being deprived of state- 
of-the-art treatment But other 
Canadians, including health-policy 
planners and government officials, 
say there is a benefit in introducing 
new technology more slowly. Th^ 
argue that by waiting for reasonable 
evidence that new technology really 
works they can make a more 
informed dedsion about whether to 
commit scarce resources to it 

In the U.S., when a new machine 
comes on the market, its use tends 
to spread n^idly throus^out the 
medical community — often before 
there has been time to assess the 
tedinolog/s effectiveness. Once a 
hospital or a group of doctors buys 
a new machine, the incentive to use 
it to recoup the investment exists 
side by side with the need to use it 
to improve medical care. That inevi- 
tably drives up health-care costs. 

No Canadian who is acutely ill is 
denied prompt medical care If 
patients need emergency care and 
the local ho^ital has no Cities or 
equipment to proidde it, they are 
transported to the nearest hospital 
that does. If necessary services are 
available only in another pronnce, 
9 



or in the U.&, the patient goes 
there, and his or her provindal gov- 
ernment pays the entire bill 

The slower implementation of 
technology sometimes means wait- 
ing lists for some procedures, 
however. A person complaining of 
headadies doesn't immediately 
recehre a CAT scan and may have 
to wait several weeks for on& But if 
doctors suspect the person has a 
life4hreatening aihnent such as a 
brain tumor, a CAT scan mil be 
done right away The same is true 
of such costly procedures as coro- 
nary-artery bypass surgery 

"None of my patients has ever suf- 
fered or been deprived of medical 
care because of tiiis system," says 
Dr. Philip Berger, a physician who 
treats AIDS patients in downtown 
Toronto. '^ treat the poorest and the 
sidcest, and they get everything 
they need." Even the co^y drug 
AZr is supplied free to AIDS 
patients by fhe Ontario government 

Who pays tiMbiU? 

The Ouiadian federal govern- 
ment pays part of the health bill for 
each province. It pays more of the 
cost for poorer pronnces and less 
for wealtiiier ones. The pronnces 
themselves fund the rest of thdr 
health-care budgets, which usually 
account for about one-third of their 
total annual spending. 

At both the federal and provindal 
level, Qie money to pay for health 
care is raised through a combina- 
tion of personal income taxes; cor- 
porate taxes; exdse taxes on 
gasoline, tobacco, and alcohol; and 
lottery profits. 

In Alberta and British Columbia, 
residents also pay a special insur- 
ance premium earmarked for health 
care. In Alberta, a family of any size 
pays $552 a year, a single person 
pays $276. Ontario did away with 
insurance premiums earlier this 
year and replaced them with aa 
employer health tax. In Ontario, 
employers mth a payroll greater 
than $347,826 {U.&) would pay a 
rate of 1.95 percent Employers mth 
smaller payrolls pay less. (Quebec 
and Manitoba levy a similar tax.) 
Unlike U.S. payroD taxes, the 
employee does not pay a matching 
amount 

A Canadian with a taxable income 
of $26,086 (U.S.) living in Ontario 
would pay about $7184 a year in 
Federal and provincial taxes. Of 
that, roughly $1340, or about 19 per- 
cent, goes to fund health care 

hi the U.S., a per^n with $26,086 
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Aphmfor ffh* •MarV The Montreal center feeds about 100 
elderly men and women from the surrounding community each 
noon. The cost of lunch is nominal— the U.S. equivalent of 
$2.39. The 156 clinics across the province of Quebec tailor 
their programs to the needs of the communities they serve: 



in taxable income would pay $4776 
in Federal income taxes and per- 
haps anoflier $1304 in state taxes, 
brining his or her total income tax 
to about $6080. None of that money 
would pay for his or her health care. 
The person would also pay Sodal 
Security taxes, of which about $376 
would go to liind Medicare. 

The American (or his or her 
employer) would pay for his or her 
medical care through private insur- 
ance, that tyj^cally costs $1500 to 
$2000 a year. In addition, he or she 
would have to pay out of pocket the 
deductibles, coinsurance, and other 
expenses not covered by the insur- 
ance policy. Togeflier, tfiose out-of- 
pocket costs can easQy run between 



$500 and $1000 per year. 

looking ahead 

There's virtually no debate in 
Canada about whether there should 
be a publicly funded insurance sys- 
tem or whether all people should 
have access to health care. There is 
plen^ of debate, however, about 
whether the dollars the country 
spends on health care are spent in 
the right place. 

like o&er industrialized countries, 
Canada is also experimenting with 
ways to control costs. In Quebec, for 
example, there are caps on doctors' 
incomes. When a general practitio- 
ner's gross quarteriy income (before 
taxes and practice expenses) reaches 



the U.S. equivalent of $37,102, the 
government will p^ him or her only 
2S percent of the usual fee for fhe 
rest of the quarter. In effect, flien, 
Quebec has put a damper on the abil- 
ity of general practitioners to gross 
much more than $148,000 a year, (h 
the U.S., the tyjxcal general practitio- 
ner earns about $216,900 before 
taxes and practice expenses. But 
high practice expenses, including the 
cost of dealing with the fraenented 
private and public insurance systems 
and die cost of malpractice insur- 
ance, reduced that to a mean net 
income of about $95,000 in 1986.) 

In Canada, as elsewhere, doctors 
and the medical establishment have 
been, vocal in demanding more 
resources. The communitir healtii 
centers are conbx)versia], for exam- 
ple, because traditional medical 
practitioners see them as diverting 
health-care dollars from new equip- 
moit, more operating rooms, and 
larger fees. 

Most Canadians like their healtii- 
care system, and would dispute the 
American Medical Assodation ad in 
U.S. magazines last year that diarac- 
terized fiieir system (without actual^ 
naming iO as 'SmderGnanoed, over- 
extended, and iUequipped." 

Dr. Eugene Vayda, a U.S. and Cana- 
dian citizen who is a professor of 
medicine at tiie Universi^ of Toron- 
to, has practiced under both the Cana- 
dian and U.S. health-care ^stems. 
Itf s a pleasure to practice in a system 
where everyone has the same buying 
power," he says, "^t allows you to 
focus on the p^ents and their needs. 
The Canadian system is so much bet- 
ter Qian the U.S.,you can't even speak 
of tiiem in the same breath." ■ 
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The Chairman. Dr. Nelson, we are delighted to have you here 
today, and we look forward to your testimony. 
Dr. Nelson. Thank you, Senator. 

The American Medical Association believes that every person 
should have access to essential health care. As a practicing doctor 
of internal medicine in Salt Lake City, UT, the immediate past 
president of the AMA, and as a representative of organized medi- 
cine, I applaud your efforts on behalf of the uninsured, particularly 
those working Americans who lack basic health coverage. 

As a practitioner, of course, I have the dilemma of my patients 
particularly remember one who came to see me just before I came 
here, a woman who with her husband operates a small family res- 
taurant. She has Addison's disease. The insurance network that 
the small, family-owned business was part of failed, and she is un- 
insurable. She asked me what she could do. They could not find 
any kind of insurance. The cost of my office calls isn't the problem; 
I would waive those if need be. But she and her husband are prop- 
erly terrified at the possibility of her ending up with an illness 
such as Addison's disease and asthma, which she has, in the hospi- 
tal, without any kind of coverage. So the plight, as we have heard 
this morning, is dramatic. 

The burden of lack of coverage is borne by everyone. Every other 
member of society shoulders those side effects, such as cost-shifting 
to the private and public payers, and providers also absorb a cer- 
tain emiount of those losses, particularly in rural or urban areas 
where there are high numbers of uninsured. 

As I said, the AMA believes that every person should have access 
to essential health care. Our current health system misses this 
goal. The system must be improved. Society is demanding this kind 
of action. 

A recent poll conducted by Lou Harris and Associates showed 
that although the majority of Americans are very satisfied vdth 
their physicians and their access to care, they are critical of the 
health care system as a whole. And I might add that the medical 
profession itself is critical of the health care system as a whole. 

Organized medicine is committed to finding a solution for this 
problem, and we have been working to that end for many years. 
Our efforts have been intensified in the last year, as demonstrated 
by the release in early 1990 of "Health Access America", the 
AMA's proposal for reform of the health care system. Our proposal 
would provide universal access to essential health care. 

We applaud you, Mr. Chairman and this committee, for your 
longstanding leadership in addressing the problems of the unin- 
sured, and we urge you to continue these efforts in the 102nd Con- 
gress. And in undertaking this endeavor, we ask that you consider 
the following elements which are essential to any viable solution. 
First, the tremendous successes of our current system must be 
acknowledge. Our health system serves the vast majority of Amer- 
ica. Approximately 87 percent of all Americans enjoy access to 
health services. And in addition, our system provides the most so- 
phisticated and effective health care in the world. 

A key element of our success has been our reliance on the pri- 
vate sector and the freedom of choice principle that Americans 
cherish. We believe that the existing public/private partnership in 
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health care must be maintained to ensure that these fundamental 
strengths of our system survive and prosper. 

Second, we like you, Mr. Chairman, believe that the optimal way 
to expand access to the over 20 million employed but uninsured is 
to require employment-based health insurance. Health Access 
America calls for a phased-in requirement that employers provide 
coverage to all full-time employees and their dependents. Cognizant 
that this requirement could burden business. Health Access Amer- 
ica calls for a moderate cost/minimum benefit package and a seri- 
ous of contemporaneous financial incentives to assist employers in 
providing health coverage. These provisions are detailed in my 
written testimony. 

Third, we believe that this Nation must address the issue of long- 
term care. In line with our views on health coverage, we believe 
that long-term care coverage should be provided primarily by the 
private sector but with the government acting as a catalyst to stim- 
ulate new markets for private coverage and as a guarantor for indi- 
viduals unable to help themselves. 

In closing, we recognize the frustration that exists among indi- 
viduals, institutions, government, business and labor with per- 
ceived problems in our health care system. Some are so frustrated 
that they want to scrap the entire system and import foreign sys- 
tems into the U.S. We think that would be la mistake. It would be 
a mistake because the current system has so many attributes 
which society is unwilling to relinquish. These attributes must be 
retained as the backbone of our system while other components are 
strengthened to meet the needs of society more fully. 

Collaborative solutions that recognize the unique needs of each 
sector and America as a whole must be explored. The American 
Medical Association has put forth a proposal that attempts in good 
faith to meet the concerns of various sectors. We believe that it 
provides a firm foundation for national discussion. We hope to 
^'Ij with this committee and others to craft the optimal solution. 

Mr. Chairman, thank you for the opportunity to testify. I would 
appreciate perhaps during the question period, if you wish, to be" 
able to comment on the problems of the increasing costs of medical 
care. 

Thank you. 

The Chairman. Thank you. 

[The prepared statement of Dr. Nelson follows:] 

Prepared Statement of Alan R. Nelson 

The American Medical Association believes that every patient should have access 
to essential health care. As a practicing doctor of inten^al me<Ucine in sSt S 
City, UT; as the immediate Past President of the AMA; and aTa reprSentativTrf 
organized medicme, I applaud your efforts on behalf of the uninsur^ plSllrfv 
those workmg Americans who lack basic health insurance cov™!^i^tS ™u 
c^retrX^"e°;^an*^ *"*^ ^"""^ *^ '^^^' ^^ °' ^-riT^^^'^J^'l. 

co2^^e^'d*^g^rXuV?h^tiSe'i4h'^^^^^ .-^^ - 

jargort, are "going bare " TTiose facts and fi|Sres bear "?eSng.' ^^°' " "''""^'=' 

Approximately 33 million Americans are uninsured nn<1 m^-,, T,.iiK„ 
under-insured. 6f the uninsured, approximated 7 arew^kp^^/HTK-"^^ """"T *5^ 
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The lack of coverage for this group is borne by every one. Obviously, the unin- 
sured themselves experience these problems most directly. Every other member of 
society, however, shoulders the devastating economic and societal side effects. These 
side effects include cost shifting to private and public payers who absorb the costs of 
uncompensated ctire. Providers also absorb these losses, often disproportionately 
based upon their location in rural or urban areas with high concentrations of unin- 
sured. 

In addition to cost shifting, the uninsured population contributes disproportionate- 
ly to the nation's spiraling health care bill. Although the uninsured obtain health 
care less frequently than others, they are sicker when they finally obtain access, 
and often present with multi-system complications. Thus, they consume tremendous 
health resources, frequently through the costly emergency care route. Because they 
have no access to preventive services and no on-going relationship with a physibian, 
the cycle of acute care intervention continues. 

Perhaps the most disturbing side effect of our present system is that it perpet- 
uates a two-tiered structure that provides one level of care for the uninsured, and 
one level for everyone else. The AMA believes that every patient should have access 
to essential health care. Our current health care system misses this goal. The 
system must be improved. 

Society is demanding just such action. A recent poll conducted by Lou Harris and 
Associates, Inc., showed that although the majority of Americans are very satisfied 
with their physicians and their access to care, they are critical of the health care 
system as a whole. Business, labor and nearly every other segment of society are 
crying for relief from the costs and uneven accessibility of the current system. 

Organized medicine is committed to finding a solution for this problem, and has 
been working to that end for many years. Our efforts have intensified in the last 
year, as demonstrated by the release in early 1990 of "Health Access America," the 
AMA's proposal for reform of the health care sjrstem. 

We applaud you, Mr. Chairman, and this Committee for your longstanding leader- 
ship in addressing the problem of the uninsured, and urge you to continue these 
efforts in the 102nd Congress. In undertaking this endeavor, we ask that you consid- 
er the following elemente, which are essentisd to any viable solution. 

THE CURRENT SYSTEM HAS MANY STRENGTHS 

First, the tremendous successes of our current system must be acknowledged. Our 
health care system serves the vast majority of America; approximately 213 niillion 
or 87 percent of all Americans enjoy access to health services through existing 
public or private insurance. In addition, our system provides the most sophisticated 
and effective health care in the world. A key element of our success has been our 
reliance on the private sector aad the freedom of choice principle that Americans 
cherish. 

We believe that the existing public/private partnership in health care must be 
maintained to ensure that the "best" of our system survives and prospers. Other 
countries' experiences have shown that the fundamental strengths of our health 
care system — technological superiority, quality, competition and freedom of choices- 
would not survive in a monolithic, centralized system. All indications are that socie- 
ty is not ready to relinquish these assets. 

EMPLOYMENT-BASED COVERAGE 

Second, we, like you, Mr. Chairman, believe that the optimal way to expand 
access to the over 20 million employed but uninsured is to require employment- 
based health insurance. We support this approach, quite simply, because it has 
worked so well for so many and for so long. Rather than reinventing the wheel, we 
advocate retaining and reinforcing this proven element of our current system. 

Health Access America calls for a phased-in requirement that employers provide 
coverage to all full-time employees and their dependents. It would abolish pre-exist- 
ing condition limitations, and expand COBRA coverage to require employers to pay 
the same premium share paid prior to termination for up to 4 months. 

Cognizant that this requirement could burden business. Health Access America 
calls for a moderate cost minimum benefit package and a series of contemporaneous 
financial incentives to assist employers in providing health coverage. These incen- 
tives include: „ , j ^ i.i. i. i. r 

preempt ion of the approximate 700 State benefit mandates, and establishment ot 
a uniform Federal minimum benefit package for mandated coverage; 
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equalization of tax treatment between employers and the self-employed by 
making permanent and expanding from 25 percent to 100 percent the current de- 
duction allowed the latter group for health premiums; j „ . ■ 

establishment of tax incentives and other protections for new and small busmess- 

^^establishment of Federal incentives for States to develop private, nonprofit risk 
pools, that would provide coverage to the uninsurable population and others without 
access to group coverage; and _i- • i 

amendment of ERISA to allow States to require self-insured plans to participate 
in the risk pools. 

LONG-TERM CARE 

Third, we believe that this Nation must address the issue of long-term care (LTC). 
Given our aging population— which, due to medical technology, will live longer than 
ever before— and the relative lack of LIC insurance purchased to date, LTC is a 
vital component of a comprehensive solution. 

In line with our views on health coverage, we believe that LTC coverage should be 
provided primarily by the private sector, with the government acting as a catalyst 
to stimulate new markets for private coverage and as a guarantor for individuals 
unable to help themselves. Health Access America would broaden LTC financing 
through tax incentives and an asset protection program, both of which would en- 
courage private sector coverage. Individuals between 100 percent and 200 percent of 
poverty would receive sliding scale subsidies to purchase LTC insurance, and em- 
plojTnent-based LTC coverage would receive the same tax treatment as employ- 
ment-based health coverage. In addition, tax incentives should be developed to en- 
courage family care-giving. 

There are many other elements that we believe are essential to any comprehen- 
sive package — such as professional liability reform. Medicare and Medicaid reform 
and the development of practice parameters — and we have included as an attach- 
ment brochures on Health Access America and its accompanjdng minimum benefit 
package. 

CONCLUSION 

In closing, we recognize the frustration that exists among individuals, institutions, 
government, business and labor with perceived "problems" in our health care 
system. Some are so frustrated that they want to scrap the entire system and 
import foreign systems into the United States. We think that would be a mistake. 

It would be a mistake because the current system has so many strengths. It pro- 
vides 87 percent of all Americans with health care coverage. It sets the world stand- 
ard for excellence in medical technology and quality of care. It incorporates freedom 
of choice and encourages competition in the health care market. These precious atr 
tributes must not be relinquished. Rather, they must be retained as the backbone of 
our system, while other components are strengthened more fully to meet the needs 
of society. 

Strengthening the system will not be inexpensive or easy. Good health care is not 
cheap. It is labor and technology intensive. As a nation we must decide how to ad- 
dress the critical issues posed by the aging population and the many Ulnesses that 
plague this country. 

Blaming physicians, providers, insurers, government, business, labor or patients is 
not the answer. Collaborative solutions that recognize the unique nee(te of each 
sector and America as a whole must be explored. The American Medical Association 
has put forth a proposal that attempts in good faith to meet the concerns of various 
sectors. We believe that it provides a firm foundation for national discussion, and 
we hope to I work with this Committee and others to craft the optimal solution. 

Mr. Chairman, thank you for the opportunity to testify. I will be pleased to re- 
spond to questions at the appropriate time. 
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Health Access America 

An AMA proposal to improve access to affordable, quality health care 

Americans desire access to high quality health care services at affordable prices and a health 
care system that is easy to understand and use. Improvements to our current system are 
needed to meet these desires of the American people. 

The American health care system is currently under review by two blue-ribbon commissions, 
several national medical associations, various health policy professionals, as well as by the 
Administration and by the Congress of the United States. Primarily, this review has been 
prompted because a large number of Americans lack health insurance coverage. The increasing 
cost of health insurance for many Americans with coverage, particularly employment-related 
coverage, also is of major concern, as are increasing costs within the Medicare program. 

The physicians of America who are represented through the American Medical Association 
share the view that improvements need to be made promptly to our health care system, 
especially by addressing cost issues and the lack of insurance coverage. 

Thus, the AMA has developed a proposal to ensure access by every citizen to the benefits of 
the American health care system. The diversity of those without insurance necessitates a broad- 
based approach, utilizing both the public and private sectors, to fashion solutions. Many 
difficult decisions regarding the allocation of society's resources will need to be made to 
accomplish the goal of extending access to health care to all Americans. This beneficial goal 
cannot be achieved without substantial cost. 

Thus, in many ways, this proposal presents a challenge to society A basic challenge for society 
is whether it is willing to pay for access to coverage by all citizens. 

Societal priorities will have to be considered. Revenues may have to be transferred fixim current 
programs, or new sources of revenue found. Public support for legislation necessary to bring 
about concrete results will have to be stimulated, and Congress and the Administration will 
have to take the lead to bring the legislative goals to h°uition. Are the goals of this proposal — 
the continuation and improvement of our health care system — worthy of the costs involved? 
The AMA believes the answer is an unequivocal yes. 

The AMA believes that a national dialogue must take place to address these challenges and 
critical issues. The problems facing the American health care system cannot be solved by any 
one organization. A collaborative process should be pursued, working with government 
and others. 

The AMA is committed to the process of debate and negotiation. We are discussing this proposal 
with other health care organizations and representatives of labor, business, the insurance 
industry and other interested groups, as well as the government, and we will be developing 
refinements and modifications as needed. America's physicians, committed to delivering 
quality care, want to work with government and other decision makers toward positive 
solutions. We recognize that modifications to our proposal will be necessary and that, primarily 
due to cost constraints, priorities and phase-in strategies will need to be established in the 
accomplishment of different elements of the proposal. But the proposal lays out an outline 
for action — and the time for action is now. 
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In developing the specific provisions of this proposal, the AMA has taken into considera- 
tion what it believes are a number of ftindamental principles that should underscore die 
national discussion on improving the health care system in this country. These fundamental 
principles are: 

• Improvements to the American health care system should preserve the strengths 
of our current system. 

• Affordable coverage for appropriate health care should be available to all 
Americans, regardless of income. 

• Particular efforts are needed to assure continued access by the elderly to 
affordable health care services. 

• Health care services should he delivered with high quality at appropriate costs. 

■ Patients should be free to determine from whom and the manner in which health 
care benefits are delivered. 

• All physicians should be committed to the highest ethical standards in the 
delivery of care to patients. 

Each of the above principles is restated below, followed by the relevant specific points of the 
AMA's l6-point proposal which build upon that principle and which are designed to accom- 
plish the goal of expanding access to affordable quality health care to all Americans. The 
specific 16 points are then summarized at the end of this proposal. Some elements referred to 
are already in legislative form — such as the Medicare Reform elements, introduced in die 
Congress as H.R. 2600 by Rep. Charles Rose (Dem. - N.C.) . Other elements will form part of a 
legislative approach calling for development of legislative proposals or support for proposals 
already developed by others. Some elements of this proposal require further developmental 
work, which will be proceeding rapidly 
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The AMA's Proposal 



Improvemanl* !• Mi* Amarlcan haalHi car* syslain shauld pr««*rv* 
Hi* sIrengriM of our currant system. 

Our health care system needs improvement, but such improvement needs to be accomplished 
in a manner that does not jeopardize the access to quality care enjoyed by the vast majority 
of Americans. 

Widespread health care insurance exists — but many are left uninsured 
Approximately 2 1 3 million or 87 percent of all Americans today have private or public health 
insurance coverage providing them access to the highest quality of health care services of 
any country in the world. Employment-related insurance provides coverage for 60 percent 
of all Americans, with an additional 27 percent of Americans being covered by government 
programs or individual policies. Unfortunately, the fact remains that for 13 percent, or about 
33 million Americans, access is limited or even unavailable because of a lack of public or 
private health insurance coverage (based on most recent preliminary estimates from the 
Bureau of the Census]. 

Most individuals who lack insurance coverage also lack regular contact with a physician. 
Without insurance, they often delay medical care until they are very sick and have no alter- 
native but to seek treatment in clinics or emergency rooms. This, of course, is not the most 
desirable way to deliver care. It increases use of the most expensive care, further driving up 
health care costs. Delaying care can also result in additional discomfort, increased health risks 
and greater financial impact for the individuals involved. 

Broad public satisfaction with health care 

National polls demonstrate that the overwhelming majority of Americans are satisfied with 
their physicians and the health care services they receive. Yet a significant number are not 
happy with the cost of health care services, nor are they satisfied with a system that allows 
so many to go without health insurance, '.t is clear that the system requires improvement. 
However, efforts to improve the system should not place at risk the access to quality care 
currently enjoyed by the vast majority of Americans. 

Additional strengths 

There are a number of other strengths of our current system, including: 

• The ability of most patients to choose the physician, hospital, and system of health care 
delivery they want. 

• The widespread availability of new technologies to Americans. 

• The freedom to conduct medical and scientific research in the best interests of patients and 
to individualize the treatment of patients according to the best interests of each patient. 

• A superior medical education system, which seeks to attract the best and brightest and 
which provides a rigorous and comprehensive learning process to assure the public of well- 
trained physicians. 

• An independent medical profession where physicians are able to act as patient advocates 
rather than as ^ents of the government, which is concerned mainly about the bucket. 
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The individual patient's freedom of choice to pursue services which meet his or her health 
care needs, combined with a free and independent medical profession, are firmly based on the 
American recognition of the importance of the individual and are cornerstones for our strong 
American health care system. For the most part, unless the patient selects a delivery system 
with limited choice, our system does not restrict where or from whom the patient can seek 
medical services. Unlike other types of health care systems, our system does not place arbitrary 
limitations or overall spending caps on medical services. All of this is not to say there is no 
proper role for the government. 

Government's role should be: (1) to encourage the private sector to provide health care 
coverage for the most people possible; (2) to assist the private sector to deliver the highest 
quality of care for the most reasonable cost; and (3) to provide financial assistance for those 
Americans who otherwise lack health care coverage. Clearly, to address the access problems 
existing today government programs of assistance must be expanded and properly targeted. 
However, it would be just as clearly counterproductive if government were to extend its efforts 
to "fix" aspects of the system which are not broken and, in fact, are operating well. 

Despite some major problems, our health care system is strong. Never before has the lifesaving 
medical care and technology found in our system been able to do so much for so many to 
improve and save lives. Despite this overall success, however, the American Medical Association 
is deeply committed, along with many other groups in this country, to finding solutions to the 
problems that do exist. We must find ways to extend needed health insurance coverage to those 
who lack it. We must also develop better methods to control inappropriate rising costs. 

Affordable covaraga for appropriala healHi cara costs should bo 
available lo all Americans, regardless of Income. 

All Americans should be assured of affordable coverage of their appropriate health care costs, 
r^ardless of their income, through private insurance and through partially or ftjily government- 
financed programs for those of low income. 

In order to extend coverage to those who are currently uninsured, it is helpful to understand 
in brief who the uninsured are. It is working Americans and their families who lack health 
insurance coverage that make up the large majority of the uninsured. About 24 million of the 
33 million uninsured persons are workers and their families. For the most part, the remaining 
uninsured are unemployed persons and their families who are below the federaUy established 
poverty level but are not covered by Medicaid. Medicaid acWally only covers about 40 percent of 
those in poverty. An additional category of the uninsured includes persons at various income 
levels, some of whom are employed and some of whom are not, who are considered by insur- 
ance companies as "medically uninsurable" because of health conditions. Recent estimates 
indicate there are about three million persons in this category. 

To accomplish the extension of access to insurance cover^e to those without it, several specific 
actions are needed: 

Point 1 

Effect miior Medicaid refomi to provide uniform adequate benefits to all persons below the 
poverty level. The AMA Medicaid Reform proposal would set new national requirements to 
assure that in all states persons below poverty income levels are eligible for and receive a 
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uniform set of adequate benefits, so that no poor person is left witfiout access to needed health 
care. The AMA believes strongly that federal and state governments must assure access to and 
funding for medical care for persons with incomes below the poverty level. 

The federal poverty level should be adjusted by a state cost-of-living modifier to assure that 
Medicaid eligibility truly reflects the economic realities in the various states. Income status 
should be the only eligibility criterion; other existing categorical requirements should be 
repealed. At the same time, using one national formula by which eligibility will be determined 
in the various states will eliminate state discretion in setting the economic level of eligibility 
This will avoid perpetuating the widespread inequities existing across state boundaries in the 
Medicaid program today 

Medicaid benefits need to assure provision of all medically necessary physician and hospital 
services — and should not differ across state lines. Because of the impoverished status of 
Medicaid beneficiaries, added coverage for prescription drugs, rehabilitative services, and 
emergency services must be provided. Because unrealistically low reimbursement levels 
reduce access, Medicaid reimbursement levels should be increased to the Medicare level. 

Recognizing the substantial costs of Medicaid expansion, some phased-in approach probably 
will be necessary. One initial approach would include: expanding Medicaid coverage for women 
and children by requiring a phased-in coverage for pregnant women and children; phasing 
in a requirement that Medicaid eligibility shall equal 100 percent of the poverty level (state 
adjusted); and creating a basic national level of Medicaid benefits that must be covered, 
including necessary inpatient and outpatient hospital and emergency services; rural health 
clinic and other laboratory and x-ray services; home health services; early and periodic 
screening, di^osis, and treatment for individuals under 21; family planning; physician 
services; prescription drugs; and rehabilitative services. 

This AMA uniform benefit packi^e consists of the presently required services plus prescription 
drugs, rehabilitative services, and emergency services. States, solely at their own expense, 
could cover additional benefits beyond the basic national level. 

There is widespread support for needed Medicaid reforms, including that evidenced by the 
report of the Health Policy Agenda for the American People (HPA), a broad-based group of 
organizations representing consumers, business, labor, government, health care professionals, 
hospitals and insurance companies. 

Point 2 

Require employer provision of health insurance for all full-time employees and their families, 
with tax help to employers. About 24 million of the 33 million uninsured are employed 
individuals and their families. Tax incentives must be provided and risk pools created so that 
new and small businesses can afford the cost of such cover^e. At first only larger businesses 
should be subject to this requirement. 

To make the U-ansition manageable for all businesses, the program should be phased in over 
several years. Additional elements in a legislative program to bring about required employer 
coverage include: 
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a. Preempt state-mandated benefit laws for employer health benefit plans to assist small 
businesses to afford a basic program. Such plans would be required to meet minimum 
standards of coverage, including basic hospital, physician, diagnostic, prenatal and well- 
baby care, with reasonable annual limits on employees' incurred expenses for premiums, 
co-insurance and deductibles. 

b. Amend the Internal Revenue Code or ERISA to allow states to require self-insured 
employers to participate in private, not-for-profit uninsured and uninsurable risk pools 
established pursuant to state law. 

c. Establish a Federal incentive program for states to enact legislation to set up private, not- 
for-profit health benefit pools (including uninsurable, uninsured and small business). 

d. Require such pools to offer to small businesses (less than 25 employees) access to basic 
benefits policy at group rates. 

e. Make permanent the temporary 25 percent income-tax deduction for premiums for health 
benefits plans for the self-employed. Expand deduction to 1 00 percent of premium pay- 
ment for self-employed and others who must pay 100 percent of a health benefit premium. 

f. Expand COBRA continuation coverage to require employers to pay the same share of an 
employee health benefit premium that was paid by the employer, prior to termination, for 
up to four months after the qualifying event. 

g. Require employers to offer an enrollment period for employees who lose coverage because 
a spouse or other family member lost coverage due to change of employment. 

h. Eliminate provisions excluding pre-existing conditions from employee health benefit plans. 

Because of the particular importance of the relationship of a basic benefits pack^e to the 
aflbrdability of required insurance, the AMA is making additional efibrts to construct a package 
that is affordable. It is the essential basic benefits in any health insurance program which 
impact most on saving lives and improving the quality of life. 

Point 3 

Create slate-level risk pools in all states to make available coverage for the medically uninsur- 
able, for whom access to coverage is not available, and for others for whom individual health 
insurance policies are too expensive and group coverage is not available. 

A state risk pool is a legislatively created insurance program that can be funded in a variety of 
ways including state tax revenues or insurance company contributions. Risk pools help assure 
that no American would be unable to obtain affordable health insurance because of a health 
condition. Small employers should have access to such risk pools so that they could acquire 
coverage for their employees at affordable rates if it was unavailable for a better price in the 
private market. Rates should be set at standard group rates. Premium assistance ft-om the state 
would be provided for those persons not covered through employment and who were between 
100 percent and 150 percent of the poverty level. (Only about 15 states currently have risk 
pools designed to make cover^e available to the medically uninsurable.) 

Elements of a phased-in legislative approach which can accomplish extension of access to the 
medically uninsurable and for those otherwise unable to obtain coverage include: 
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a. Requiring, as a condition of federal tax deduction, tliat all payors for employee health 
benefits (payment of premium, or direct payment for services by self-insured plan) must 
participate in a private not-for-profit risk pool established pursuant to state law. The pool 
would provide subsidized coverage for those who have been denied cover^e or have lost 
coverage because of a medical condition and undervniting rules. 

b. Allowing a 100 percent tax deduction of premium payment for individuals who purchase 
insurance coverage through the pool. 

Particular efforts ar* naadad lo auure continued access by Hie 
eideriy to affordable heallh care services. 

To assure continued access by the elderly to affordable health care services, two major actions 
are needed: 

Point 4 

Enact Medicare reform to avoid the ftiture financial bankruptcy of the program by creating an 
actuarially sound prefijnded program to assure senior citizens continued access to quality 
health care. Tbday four workers' tax contributions support a single Medicare beneficiary. As our 
population ages, there will be only two workers paying taxes to support each beneficiary by the 
middle of the next century A shrinking worker base means substantially higher premiums in 
the years to come. Without further support, the system will collapse. This reform measure 
would include a new approach to catastrophic benefits. The program would be funded through 
individual and employer tax contributions durii^ working years. There would be no program 
tax on senior citizens and all persons reaching eligibility ^e would be entitled to a voucher 
for purchase in the private sector of a comprehensive health insurance policy meeting federal 
standards. Senior citizens would retain freedom to choose their system of delivery of care 
(e.g., fee-for-service, HMO, PPO). The creation of an enhanced trust fund beyond immediate 
payout needs (prefunding) would create investment income and thus end up costing taxpayers 
much less than continuation of the current system. 

The reform elements noted above are in legislative form, introduced in the Congress as H.R. 
2600 by Rep. Charles Rose (Dem.-N.C). 

Points 

Expand long-term care financing through expansion of private sector coverage encouraged by 
tax incentives and an asset protection program, and provide Medicaid coverage for those below 
poverty The "asset protection" approach in essence means that individuals who purchase 
long-term care insurance would be able to protect designated assets up to the dollar value of 
the insurance benefits from being included in any eligibility determination for Medicaid 
coverage for long-term care. This kind of program has been introduced in the Congress by Rep. 
Barbara Kennelly (Dem.-Conn.), as H.R. 4631. Sliding scale subsidies should be provided for 
the purchase of long-term care insurance for individuals with incomes between 100 percent 
and 200 percent of poverty level. Employer-provided long-term care insurance should be 
treated in the same tax fashion as health insurance coverage. A tax deduction or credit should 
be created to encourage family care giving 



86 



A phased-in legislative approach to accomplish the above elements would call for: 

d. Amending the Internal Revenue Code to allow businesses and individuals to treat payment 
for long-term care insurance policies in the same manner as health benefit plans are 
now treated. 

b. Allowing individuals to deduct for income tax purposes 100 percent of the cost of long- 
term care insurance premiums without meeting the 7 percent floor for health costs or 
the 2 percent for miscellaneous deductions. 

c. Amending the tax code to allow for penalty-free and tax-free withdrawals from individual 
retirement accounts (IRAs) for purchase of long-term care insurance policies. 

d. Amending Medicaid to allow for an asset protection program so that resource eligibility 
requirements are adjusted to allow an individual to retain assets up to the amount that 
private sector insurance pays on his or her behalf for long-term care. 

Heallh car* service* sheuld be delivered wiHi liigii qHollly crt 
apprepriale cests. 

Inappropriate costs include costs for defensive medicine, excessive administrative costs which 
include unnecessarily complicated hurdles for patients to receive care and benefits and inter- 
fere with the doctor-patient relationship, and costs brought about by delivery of services which 
are outside of professionally developed practice parameters and which are not justified after 
appropriate peer review. 

To address the above issues, certain specific actions are needed: 

Point 6 

Reduce health care costs through professional liability reform to reduce the inappropriate 
cost of such insurance and defensive medicine. Defensive medicine, the ordering of tests and 
procedures which might not otherwise be ordered but for liability concerns, drives up the cost 
of medical services. It has been estimated that liability insurance premiums and defensive 
medicine add about 15 percent to the averse physician's bill. In addition, the AMA has 
developed legislative reforms and has also developed a pilot program for administrative 
adjudication of liability claims which is designed to lower the costs of liability insurance while 
preserving the rights of injured patients. Elements of a legislative approach include: 

a. Support federal funding to states to demonstrate alternative dispute resolution systems^r 
medical professional liability cases. 

b. Adopt federal legislation that would establish the following selected tort reforms: 

— limitations of $230,000 or lower on recovery of noneconomic damages 

— the mandatory offset of collateral sources (e.g., health insurance and disability benefits) 
of plaintiff compensation 

— decreasing sliding scale regulation for attorney contingenq fees 

— periodic payment for future awards of damj^es 

— limiting the period for tolling statutes of limitations for minors 

— requiring a certificate of merit as a prelude to filing medical liability cases 

— adoption of basic medical expert witness criteria 

Such legislation should override conflicting state laws. 
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Point 7 

Develop professional practice parameters to help assure that only high quality appropiiate 
medical services are provided, thus impacting favorably on the quality and cost of medical 
care. Such parameters are professionally developed strategies for patient care developed to 
assist physicians in clinical decision making. 

Practice parameters include guidelines, standards and other patient care strategies. Guidelines 
are recommendations for patient care, which may identify a particular care strategy or a range 
of care strategies. Standards are generally accepted principles for patient care. Practice param- 
eters may outline a range of appropriate tests and procedures for management of a given 
clinical condition or may identify a range of clinical conditions for which a given procedure or 
treatment may be appropriate. It remains the physician's responsibility to choose what is most 
appropriate for the individual patient. 

The primary benefit of parameters is appropriate patient care. Secondary advantages include 
improved use of resources, reduced liability, and better review criteria. The AMA, in conjunction 
with national specialty societies, is currently working diligently to facilitate the development 
of practice parameters, as part of its long-standing efforts to foster high quality care and 
appropriate utilization. 

To accomplish the above goals, legislative support is needed on a continuing basis for adequate 
appropriations for health care assessment research and professionally developed practice 
parameters. One significant step in this direction has been taken in legislation enacted in 
1989 (EL. 101-239). Efforts will also seek adoption by HHS, quality assurance programs and 
utilization review organizations of parameters developed by professional organizations. 

Point 8 

Alter the tax treatment of employee health care benefits to reward people for making econom- 
ical health care insurance choices. This reduces the tendency to overinsure which occurs when 
an excessive number of ordinary, routine and highly predictable health services are covered by 
insurance. The AMA supports two tax reforms to reduce incentives to overinsure. The first 
would place a limit on the amount of the employer-provided health insurance that is tax- 
exempt to the employee. The second would provide tax-exempt rebates to employees who 
select health insurance plans with premiums less than their employer's contribution to more 
expensive plans. Such plans would still be required to contain coverage for basic benefits. 

Point 9 

Encourage cost-conscious decisions by patients, for example, through insurance companies, 
employers and government programs providing patients more information, prior to service, of 
the amount insurance or the program will cover. 

The enactment in Congress of the resource-based relative value system (RBRVS) for physician 
payment under Medicare, which was largely supported by AMA, ultimately should help to 
provide patients with information ahead of time as to what Medicare will pay for a service. This 
system will also create a more rational basis of physician payment under the Medicare program. 
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Point 10 

Seek innovation in insurance underwriting, including new approaches to creating larger risk 
spreading groups and reinsurance. 

Point 11 

Urge expandedfederal support for medical education, research and the Naticmal Institutes 
of Health (NIH), to help bring about continuing medical breakthroughs which historically have 
resulted in many lifesaving discoveries. The American people have benefited greatly ft-om 
scientific discoveries and technological developments derived from our nation's past support 
for medical research. Cost-saving as well as lifesaving medical advances made in our country 
have improved both the quality and duration of life for countless persons both in our own 
nation and around the globe. We must continue to strongly support such medical research to 
remain on the leading edge of advancing the state of medical knowledge. 

Point 12 

Encourage health promotion and disease prevention. Both physicians and patients need to 
be encouraged to become more active participants in health promotion and disease prevention, 
including healthier lifestyles. Such activities favorably affect not only the extent and quality of 
life but also significantly reduce the cost of care. For example, one recent estimate indicates 
that 33 percent of all hospitalized patients are there due to an alcohol or drug abuse problem. 
Health-related problems due to other life-style choices, such as smoking, have been widely 
documented in recent years. Recent estimates by the Centers for Disease Control's Office of 
Smoking and Health indicate that 390,000 Americans die each year from tobacco-related 
illness and that the direct health care dollar costs related to such illness is about $22 billion 
per year. The AMA has been very active and continues to promote programs to eliminate 
smoking, discourage alcohol and drug abuse, reduce cholesterol, encour^e better adolescent 
health, and other similar programs which are all aimed at improving health and reducing 
costs of health care. 

Point 13 

Amend ERISA or the federal tax code so that the same standards and requirements apply to 
self-insured (ERISA) plans that apply to state-regulated health insurance policies. Currenfly, 
employers who self-insure the health care of their employees are exempt from most state 
requirements that apply to commercial and Blue Cross/Blue Shield insurance policies. This 
'unequal playing field" removes the self-insured plans from equitable participation in state 
risk pools, leaving many people without access to affordable health insurance, including small 
employers. The amendment called for regarding ERISA would not mean that self-insured plans 
would be subject to state-mandated benefits, since another provision of this proposal calls for 
a repeal or override of such mandates. 

Palianis should be free lo determine from whom and Hie manner 
In which health care benefits are delivered. 

Patients should remain free lo choose their physician and health care delivery system 
(e.g., indemnity, HMO, PPO). The individual patient's freedom of choice to pursue his or her 
health care needs combined with a free and independent medical profession are based on the 
American recognition of the importance of the individual and are the cornerstones for our 
strong American health care system. 
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Several particular actions are needed in pursuit of these goals: 

Point 14 

l^peiU or override state-mandated benefit laws, to help reduce the cost of health insurance, 
while assuring through legislation that adequate benefits are provided in all insurance, includ- 
ing self-insurance programs. Individuals should be free to choose, at their own cost, additional 
coverages if desired but such coverages should not be mandated as part of all policies. 

Currently, health insurance policies must comply with a myriad of mandated benefit laws in 
the various states — over 700 such mandates nationwide according to the Health Insurance 
Association of America (HIAA). The HIAA estimates that, but for such mandates, 16 percent of 
the small firms that do not offer health insurance would do so and that 51 percent of the firms 
that converted to self-insurance between 1981 and 1984 would not have done so. 

Point 15 

Seek reductions in the administrative costs of health care delivery and the excessive and 
complicated paperwork nightmare faced by patients and their families who seek to obtain 
benefits. There has developed in the last several years a burgeoning multiplicity of unrestrained 
insurance conditions and paperwork requirements. The h^stration of physicians in dealing 
with the differing managed care requirements of multiple insurance companies, self-insureds, 
and government programs results in increased costs and interference with the physician- 
patient relationship. 

Ml phyilclaiu (heuld b* comniilfMl le Hi* highest alhlcal standai^s 
In Ml* d*llv«ry d care to palianls. 

Point 16 

Encourage physicians to practice in accordance with the highest ethical standards and 
to provide voluntary care. In times of strain upon the health care delivery system, where 
physicians are called upon to deal with multiple competing pressures — particularly from 
insurance carriers and the government — it is well to note that the AMA will continue its 
efforts to encourage all physicians to: 

■ IVeat their patients as individuals. 

• Use their best professional judgment in every case. 

• Inform their patients of the benefits, risks and estimated costs of treatment. 

• Treat their patients with courtesy, dignity, respect, compassion and timely attention to their 
medical needs. 

The AMA will also continue its long-standing efforts to encourage physicians to provide health 
care services without charge or at reduced rates for persons who are without insurance and 
cannot afford health services. Numerous medical society sponsored efforts to provide ft^e or 
reduced-fee care to the needy are in place in many but not all areas of the nation. However, 
these efforts are not enough to provide such care to all of those in need. Recent AMA surveys 
indicate physicians provide an average of 150 hours of care annually free of charge — coming 
close to $ 1 1 billion of uncharged care. Such efforts will clearly need to continue for the 
foreseeable future. 
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Summary of AMA Proposal 

The elements of the AMA proposed plan may be summarized in the following 16 points: 

1 . Increase access by enacting major Medicaid Reform. 

2. Increase access by K(ifimn%emplofer provision of health insurance. 

3. Increase access by aeitingstate-level risk pools in all stales. 

4. Maintain access and reduce costs for the elderly by enactin^Medicare Reform. 

5. Increase access and reduce costs for the elderly by enacting necessary legislation to 
finance expanded long-term care coverage. 

6. Reduce health care costs 'iaou^ professional liability reform. 

7. Maintain quality and reduce costs through development of professional practice 
?rs. 



clusU 



8. Reduce health care costs through altering the tax treatment of employee health 
care benefits. 

9. Reduce costs by encouraging cost-conscious decisions by patients. 

10. Reduce costs by seeking innovation in insurance underwriting. 

11. Maintain quality through expanded^^i^a/ support for medical education, research and 
the National Institutes of Health (NIH). 

12. Maintain quality and reduce costs through increased health promotion and disease 
prevention. 

13. Reduce costs and increase access by amending ERISA or the federal tax code to equalize 
treatment of self-insured and insurance plans. 

14. Reduce costs and increase access by repealing or overriding state-mandated benefit laws 

19. Reduce costs by reducing administrative costs and paperwork. 

16. Maintain quality and access through encouraging physicians to practice in accordance 
with the highest ethical standards and to provide voluntary care. 



Accomplishing the goal of strengthening the American health care system through the elements 
contained in this AMA proposal will present an enormous challenge to all concerned. For its 
part, the AMA intends to move forward vigorously on legislative and other fronts. The AMA 
welcomes and encourages the support of others to help bring about an improved American 
health care system. 



February 1990 

ZAA:90-79(A):20M:10/90 
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Tha AMA minimiiin banaflts package 

Matomal m^4 (hi Id car* 

• Pre- and posl-niul care 

■ Pr^ancy care including complications 

• Delivery 

• Immuniuiions and well-child care up to age 8, using American 
Academy of Pediatrics guidelines 

Phyildan ■arvlcsa 

• Medically necessary services provided In Inpatient and outpatient 
settings, up to 20 office visits per person per year 

■ Diagnosuc and therapeutic services 

* Medical or surgical treaUnent of illness or injury 

• Diagnostic imaging 

* Laboratory services 

Denial ■•rvicaa 

* Limited to repair necessitaud by injury to sound teeth or {aw 

Owi|Kail«iif facility sarvkaa 

■ Useofemergencyroom.supplies 

■ Emergency treatment 

• OutpallentracUityanddlagnosticservlce, Including X-rays, lab tests 

■ Useofoperaiingroom.supplles 

• Dialysis care 

lnpall*nl hvipllal car* 

* Upto45inpaiientdaysperpersonperyear 

• Semiprivitc room, board 

■ Nursing services 

■ Diagnostic services 

* Drugs, ox)gen, blood, biologicals, supplies, appliances, equipment 

* Operating, delivery and recovery room charges 

■ Intensive, coronary and other medically necessary special 
types of care 

* Dialysis 

• Rehabilitation unit charges 

* Care for pregnancy and complications 

* Other medically neces5aj7 ancillary services 



Nana haalHi wrvUas 

• Medically necessary services prescribed by physician, up to 2« visits 

per person per year 

• Physician services 

• Services of nurses, aides and medical social workers under physician 
supervision 

' Medical supplies, appliances 

■ Oxygen, blood, biologicals 

• Durable medical equipment rental 

• Ancillary services 

Olhar 

• Ambulance 

• SWIW nursing facility up to 180 days per person per year 



■ Routine physicals, routine screening tests and exams 

• Detoxlficallon 

• Sterilization, reverse of sterilization 

• Artlfldal Insemination, family planning 

■ Cosmetic surgery 

• Obesity ireaiment, weight loss programs 

• Custodial or domicllliry care 

• eyegtuses, hearing aids 

• Orthopedic shoes 

■ Orthodontic appliances 

• Hospice 

• Outpatient prescription and nonprescription drugs 

• Oulptflent speech, occupational, physical therapy 

• Personal comfon items 

Deductibles, The basic deductible is t350 per individual and 
t750 per family 

There Is no deductible on pre-natil and post-natal care of mother ai 
infant, nor fv well-child care and immunizations up to age 8. 
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Co-p>)m«ii5. TT,e insured Indlviduil generaJly p.ys 20 M«eni 
except u follows: 



30 perecni 
20 pernni 
30 percent 
30 percent 



First (1,000 of services, after deducuble 

Additional services, except is otherwise prmided 

Inpuient room and board 

Outpatient hdlity services 

(2S emergency rtwm co-payment per visit, after deductible 

TTiere Is no eo-piymenl on pre- and post-nitil care of mother and infant 

nor for well-child care and immunizations up to age 8. 

Out-of-pocket limits. Limits are «i at (1,500 per individual and 
t3,000 per hmlly 

Deductible and co-payment amounts, but not premium payments, go 

toward meeting out-of-pocket expenses. 

LIfcUme benefit limit per person Is (1 million. 

Other. As an optional benefit, employers should be requiral to offer 

coverage for unlimited physidan office visits and hospital days, ai an 

added cost to the employee selecting dils corenge 



■ Policy provisions excluding pre-existing conditions From employee 

health insurance must be eliminated. 
• innovation in insurance underwriting should be pursued, to create 

larger risk spreading groups and reinsurance mechanisms. 

For additional Informallon 

The AMA Is interested in developing a dialogue with businesses across the 
country to explain Health Access America and discuss the private sector's 
role in improving access to health care. 

For ftjrther Information, wnle Health Access America, American Medical 
Association, 515 North Stale Street, Chicago, Illinois 60610. 



"Hie AMA Health Access America proposal includes the following 
additional rwommcndaUons r^arding employer-based insurance, 

• Federal tax incentives must 6e provided and risk pools created so that 
new and small businesses can afford the cost of coverage. 

• Staie-mandaled benefit laws must be preempted so that small busi- 
nesses can obtain an affordable minimum benefits package of health 
insurance for their employees. 

• ■nielnlemaJ Revenue Code or ERISA must be amended so suies can 
require self-insured companies to paiUdpaie in state-operated risk 
pools. Small businesses and odien for whom coverage is not available 
couW use these pools to purchase minimum benefits policies al 
group rates. 

• COBRA insurance continuation coverage must be expanded to require 
thai employen pay the same share of an employee health benefit 
premium as was paid prior to temiinalion, for up to four months. 
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The Chairman. Ms. Archuleta, we'll be glad to hear from you. 

Ms. Archuleta. Good morning, and thank you, Mr. Chairman. 

I am pleased to have this opportunity to discuss one of the most 
formidable challenges facing our Nation today— the reform of our 
health care system. 

AARP is committed to improving our health care system so that 
all Americans, regardless of age, have access to needed care and 
are protected from burdensome costs. As a Nation, we can no 
longer ignore the serious State of our health care system. 

The cost of health care continues to rise at a substantial rate, 
consuming more and more of our tax dollars and economy. Thirty- 
seven million Americans are vulnerable to all but the most modest 
acute health care problems because they have no health insurance. 
Millions more are seeing their employee or retiree health coverage 
cut back. As an example of that, every year I see changes coming 
about in my retiree benefits. 

Medicare costs continue to rise both for beneficiaries and for the 
Federal Treasury. Employers of all States see significant and grow- 
ing percentages of their budgets and their profitability eroded by 
the rising costs of health benefits. 

State governments feel the crunch as health care consumes more 
and more of their budgets. 

And virtually all Americans are vulnerable to the devastating 
costs of long-term care. 

The common factor running through all of these failings and 
gaps in our system is the continuing rise of health care costs. It 
crosses all age groups and income brackets. Children are left unin- 
sured because dependent coverage was eliminated from their par- 
ents' company plan. Older Americans pay higher costs for less com- 
prehensive care. Young adults cannot buy health insurance due to 
potentially costly health conditions. And couples are struggling to 
raise families while paying extraordinary amounts for long-term 
care for their parents. 

Countless people have had their lives and dreams shattered by 
the lack of access to health insurance. Each of us is just as vulnera-, 
ble. 

The piecemeal approach we have taken toward reform does not 
control costs, and our health care system remains seriously frag- 
mented. Only comprehensive reform will assure access to quality 
health care, provide protection against the devastating costs of 
long-term care for Americans of all ages, and allow us to gain con- 
trol of escalating costs. 

That is why AARP has adopted ten principles that establish a 
framework for achieving health care reform. These principles are 
included with our written testimony. 

We believe that Congress must establish a blueprint, the broad 
architecture of a reform system that reflects these principles. 

Incremental steps may be necessary to move us toward this com- 
prehensive reform, and again in our written testimony, we include 
some of the specific steps. 

Critical to reform is a better public understanding of the nature 
of the problem, the cost of health care and its pervasive effects on 
all Americans. Our lack of consensus on the nature of our health 
care problem has resulted in a piecemeal or bandaid approach to 
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health care policy. Year after year, we have added levels of com- 
plexity to our already fragmented health care system, resulting in 
perpetual cost-shifting and increasing administrative costs. Until 
we realize that the cost of health care is a common theme that is a 
barrier to access for individuals and forces health care expendi- 
tures to skyrocket for government, business and insurers, reform 
will come slowly if at all. 

Since 1984, over four out of five Americans have answered yes to 
the question: Do you think all Americans should have access to the 
same quality of health care regardless of their ability to pay for it? 

In 1989, in a survey conducted by AARP, over three-quarters of 
Americans said they believed that our system of health care should 
be completely rebuilt or should undergo fundamental change. Only 
15 percent thought our health care system works well. Of those 
who said changes are needed or we need to completely rebuilt, 65 
percent identi:Ked cost as the major reason. 

The message is clear that the challenge before us is formidable if 
we are to achieve a solution which commands broad public support. 

AARP will continue to increase its public education efforts to de- 
velop a better understanding of this crisis and to identify realistic 
solutions. We urge the Congress and this committee to lay the 
groundwork by convening public hearings around the country that 
focus public attention on the tough choices that must be part of the 
solution. 

We must build a consensus on the answers to several important 
questions such as: What elements of a health care system are most 
important to Americans? Are we as health care consumers willing 
to make the tradeoffs that will be necessary to ensure access to all 
Americans? And are we willing to pay the cost of these benefits? 

Resolution of this question is critical to ultimately reform our 
system. 

AARP believes that any financing of health care reform should 
be broad-based and equitable. Social insurance programs such as 
Social Security and Medicare enjoy considerable public support be- 
cause the public understands the simple but essential point that 
under social insurance, everyone pays in, and everyone is eligible 
to draw out. 

Comprehensive health care reform will only achieve broad sup- 
port if it is primarily financed through a social insurance struc- 
ture. We have an obligation to raise these questions. Comprehen- 
sive reform will only be possible when the American people under- 
stand their common need for protection and their vulnerability and 
recognize the danger in piecemeal solutions. 

We are confident that with your help, we can answer these ques- 
tions and form clear and strong messages to our elected officials. 
Health care reform must be addressed by our political parties and 
their candidates. The 1992 Presidential election will offer an impor- 
tant opportunity to engage in a national debate and help solidify 
Americans' commitment to health care reform. 

Mr. Chairman, I appreciate the opportunity to address your com- 
mittee today. AARP stands ready to work with you and your col- 
leagues in achieving comprehensive and affordable health care for 
all Americans. 

Thank you. 



96 
[The prepared statement of Ms. Archuleta follows:] 
Prepared Statement of Lena Archuleta 

Good morning. My name is Lena Archuleta. I am a member of the Board of EHrec- 
tors of the American Association of Retired Persons (AARP). I am pleased to have 
this opportunity to discuss one of the most formidable challenges facmg our Nation 
today making health and long-term care affordable and available to all Americans. 
AARP is committed to the goal of reforming our health care system so all Ameri- 
cans, regardless of age, have access to needed care and are protected from burden- 
some costs. . , ,i. J 1. ij 

As a nation, we can be proud of our achievements in health care, and we should 
not continue to allow these achievements to be diminished by our failure to guaran- 
tee all citizens access to basic medical and long-term care. Most importantly, we 
must strive to bring escalating health care costs under control through comprehen- 
sive reform. Failing this, we will likely see millions more of our fellow citizens jom- 
ing the ranks of the uninsured and underinsured. 

Undoubtedly, the phenomenal increase in health care costs is the most substan- 
tial barrier to access that extends across all age groups and income brackets. Those 
with and without insurance are at risk: the worker whose children are uninsured 
because dependent coverage was eliminated from the company's plan; the older 
American who now pays higher costs for less comprehensive retiree health care; the 
young adult who cannot buy health insurance due to a potentially costly health con- 
dition; the couple struggling to raise a family while faced with the extraordinary 
expense of long-term care for their parents; and the small business that cannot 
afford health care coverage for their employees and dependents. There are countless 
examples of people whose lives and dreams have been shattered by the lack of 
access to health insurance. Each of us is just as vulnerable. 

Comprehensive reform of our health care system must become a national priority 
if we are to reach our goal of assuring access -to quality care for all our citizens and 
gfun control of escalating health care costs. 

AARP has adopted ten principles of health care reform. These principles (includ- 
ed at the end of our written testimony) establish a framework for achieving health 
care reform. AARP believes that to achieve meaningful health care reform, Con- 
gress must establish a blueprint — the broad architecture — of a reformed system that 
reflects these principles. 

Equally important to developing a blueprint for reform is a better public under- 
standing of the nature of the problem — the cost of health care — and its pervasive 
effects on all Americans. UntU the increase in health insurance premiums of work- 
ers and their employers, the increase in premiums and deductibles for Medicare 
beneficiaries, and the cost of care for the uninsured or those needing long-term care 
are seen as part of a common problem, reform will be slow. * 

Our lack of consensus on the nature of our health care problem has resulted in a 
piecemeal or "band-aid" approach toward reform. Year-after-year we have added 
levels of complexity to our already fragmented health care system, resulting in per- 
petual cost shifting and increasing administrative costs. As we attempted to control 
costs in one program, we shifted the burden to another. Efforts to control provider 
costs have only increased the lack of -uniformity in reimbursement practices be- 
tween public and private sector programs and further contributed to the problem. 

The problems caused by piecemeal solutions are also quite evident in long-term 
care coverage. All Americans are at risk of needing long-term care, but neither 
Medicare nor private insurance has sufficiently pooled this risk, leaving Americans 
of all ages in jeopardy of losing their life savings. In addition, the diversity of de- 
mands on the Medicaid program has made it increasingly difficult for that program 
to carry out its mandate of providing basic health and long-term care services to the 
Nation's poor. 

The lesson is clear: we need to develop a consensus around a comprehensive 
health care reform plan to adequately reimburse health care providers in order to 
achieve real cost control. Only when we take this step can we have confidence that 
all Americans will have access to the quality, affordable health and long-term care 
that they need. 

My testimony examines three issues AARP believes must be addressed to success- 
fully reform our health care system: 1) escalating costs; 2) declining access to basic 
medical and long-term care; and, 3) ensuring a high quality of care. I will also dis- 
cuss incremental approaches that can move us toward our goal. 
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ESCALATING HEALTH CARE COSTS 

The escalating cost of health care in America is the most significant problem of 
our current health delivery system. The uninsured and underinsured, employers, 
the msurance industry, and government health care programs are all adversely af- 
fected by the uninhibited growth in health care costs. 

The statistics are staggering despite years of public and private efforts to control 
costs. Expenditures for health care in the United States totaled $604.1 billion in 
1989, an increase of 11.1 percent from the previous year. National health expendi- 
tures have grown at faster rates each year since 1986, when the increase was 7.7 
percent. These sharp increases have limited access to health care and imposed a 
heavy burden on individueds, government, and industries. 

A few other important statistics on 1989 health care costs are also sobering. For 
instance: 

Health care spending totalled 11.6 percent of the Gross National Product (GNP), 
more than twice its 1960 share. 

Health care expenditures averaged $2,354 per capita, up from $2,124 in 1988. 

Americems paid $124.8 billion out-of-pocket for heedth care, averaging 23.5 percent 
of total health care expenditures. 

Physician expenditures increased nearly 12 percent to $117.6 billion, 19.5 percent 
of total health spending. 

Hospital expenditures increased 10.0 percent from 1988 to 1989, accounting for 
38.5 percent of all heedth spending in the United States. Medicare and Medicaid 
alone financed more than one-third of the Nation's $233 billion hospital bill in 1989. 

CJonsumer price inflation for all items increased 4.8 percent in 1989, while medical 
inflation increased 7.7 percent. 

For nursing homes, nationed health expenditures increased 140 percent from 1980 
through 1989. Out-of-pocket expenditures accounted for 44 percent of expenditures 
for nursing home care in 1989, Medicaid contributed 48 percent, and Medicare cov- 
ered eight percent and private insurance paid for only one percent of the costs. 
(Note: Previously, Medicare spending accounted for only one to two pfercent of nurs- 
ing home expenditures. In 1989 only, however, changes made in the Catastrophic 
Coverage Act appreciably increased Medicare's share of the nursing home bUl.) 

An estimated 81 percent of annual out-of-pocket expenses over $2,000 incurred by 
elderly persons is spent on long-term care. With average annual nursing home costs 
of $30,000 and home health care costing from $50 to $200 per day, long-term care 
out-ofjpocket costs are often truly catastrophic. 

After nursing home costs, the cost of prescription drugs is the second largest out- 
of-pocket expense for older Americans. The escalating costs of prescription drugs are 
a growing barrier to effective therapy, particularly among the elderly. In the U.S., 
people over 65 represent only 12 percent of the population, yet they consume 30 per- 
cent of all prescription drugs. 

All Americans, however, can be affected by the dramatic increase in drug prices. 
Between 1980 and 1989, prescription drug prices roes by 128 percent compared with 
an increase in the overall CPI of about 50 percent. In 1989 alone, when the overall 
rate of inflation was 4.8 percent, average prescription drug prices roes by 8.7 per- 
cent. As drug prices continue to climb, access to affordable drug therapies will 
shrink. The undesirable result will be higher health care cost from unnecessary hos- 
pitalization and other health care expenses. 

Employers are also feeling the effects of escsdating health care costs. Between 
1970 and 1988, employer-provided health care costs more than doubled as a percent^ 
age of totsd compensation. Employers experienced particularly significant cost in- 
creases due to mental health and substance abuse benefits. 

In addition, Federal health programs increased from 14.1 percent of total Federal 
expenditures in 1988, to 14.7 percent in 1989. The health share of Federal spending 
was only 11.7 percent in 1980. As the pressure to reduce the budget deficit increases, 
cutbacks in health care spending may be viewed as the easy way out. But, we must 
look beyond the "quick fixes" that will only add to our health care problem in 
future years and concentrate on comprehensive reform. 

All of these statistics reflect the direct costs of health care. We must recognize 
that in addition to these costs there are significant indirect costs that exact a heavy 
price on those affected. Take, for instance, a mother who has sacrificed a career to 
tend to her child who needs long-term care due to a disability or illness. Health care 
statistics typically do not account for the years of forgone income and benefits that 
this mother, and millions of others like her, will experience. These costs, however, 
are very much a part of our current health care system and need to be taken seri- 
ously in euiy discussion of meaningful health care reform. 
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AARP firmly believes that comprehensive health care reform can not only pro- 
vide access to basic health and long-term care services for all Americans, but can 
also allow for more achievable cost containment and address the "hidden" costs I 
have just mentioned. Uniform methods of provider reimbursement could be estab- 
lished to promote cost containment, encourage efficient service delivery, and com- 
pensate providers fairly. In addition, health care spending could be more rational 
and better managed through more effective planning, budgeting, and resource co- 
ordination. By its very nature, comprehensive health care reform will make cost 
containment achievable, just as the fragmentation and complexity of our current 
system guarantees its failure. 

AARP recognizes that incremental steps may be necessary to move toward a com- 
prehensive health care system that will provide universal access and allow for 
meaningful cost control. In this regard, AARP strongly supports recent steps to con- 
trol the costs of the Medicare Part B program. Medicare Part B is among the fastest 
growing FedereJ programs. For years, physician costs have increased dramatically, 
creating higher out-of-pocket costs for beneficiaries. In 1988 alone, physician charges 
that exceeded Medicare's approved rate resulted in over $2 billion in additional 
direct costs to beneficiaries. 

The Physician Payment Reform package enacted by Congress contains two key 
provisions intended to bring these costs under control: 1) a volume performance 
standard to control the rate of increase in physician spending; and 2) a strong 
frsimework of beneficiary protection, including a limit on physician balance billing. 
These two improvements can make a significant difference in the costs associated 
with Medicare Part B and should be implemented according to the timeline estab- 
lished in 1989 legislation. 

Long-term care costs could be better contained if States were required to adopt 
care management systems to target services and control utilization. In addition, in- 
cluding respite and adult day care in the menu of services available could reduce 
institution^ization and permit caregivers to pursue productive career-related activi- 
ties. 

AARP also encourages incremental steps that will allow for greater cost control 
and access to prescription drugs, especially among older Americans. An expansion 
of the Medicare program to cover outpatient prescription drugs, with reasonable 
beneficiary cost-sharing provisions, would greatly expand access to needed drug 
therapies among older Americans. This could help reduce unnecessary hospitaliza- 
tion and other health care expenses caused by the increasing uneiffordability of 
drugs for many older patients. Building towards a comprehensive health care pro- 
gram, cost containment methods should be part of such a program, including rea- 
sonable restraints on prices charged by drug manufacturers. 

DECLINING ACCESS TO BASIC MEDICAL AND LONG-TERM CARE 

Escalating health care costs are linked to the decline in access to health care cov- 
erage iir America. Approximately 34 milUon Americans under the age of 65 have no 
health insurance and millions more have' inadequate insurance protection, includ- 
ing workers. Even though two-thirds of employees receive health insurance from 
their employers, working people represent more than half of uninsured adults. Even 
when workers are insured, their dependents may not be. Indeed, the largest de- 
crease in health insurance coverage between 1979 and 1986 occurred in coverage ob- 
tained through another family member's emploj^nent. 

Employees and their dependents of small firms are especially vulnerable, primari- 
ly due to the inability of small employers to spread the risk of serious illness over a 
large workforce, health insurance for their workers is significantly more expensive 
than it is for larger employers. About one-half of the working uninsured are in 
firms with fewer than 25 employees. 

The lack of comprehensive Federal programs also contributes to the access prob- 
lem. The Medicare program, for instance, still has significant gaps in coverage and 
the required copays are more than some elderly can afford. "There is no Federal pro- 
gram to cover the costs of long term care forcing many individuals to deplete their 
life savings and depend on Medicaid. Lack of access to home and community-based 
services creates incentives to place individuals in nursing homes when other alter- 
natives would be preferable. 

The Medicaid program, which was intended to serve as the "safety net" for our 
nation s low income population, is severely limited. In addition to constant budget- 
ary constraints, a means-tested program does not receive the broad public and polit- 
kal support granted to social insurance programs like Social Security and Medicare. 
Such welfare-based programs typically place unreasonably restrictive income emd 
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asset eligibility requirements on groups and impede access because of administrative 
barriers in the application process and the stigma attached to it. 

Other problems with the Medicaid program include: (1) exclusion of major popula- 
tion groups from coverage, regardless of income; (2) variations in benefits according 
to place of residence due to the tremendous differences among State programs; and 
(3) inadequate reimbursement to health providers, reducing program participation, 
which further impedes access, and causing providers to shift costs onto insured and 
private-pay residents. 

Comprehensive health care reform could significantly reduce many of the health 
care access problems associated with our current system by reducing the cost bar- 
rier through broad-based, social insurance financing where everyone contributes his 
or her fair share in return for guaranteed access. In addition, a uniform provider 
reimbursement scale could be established to help control costs and assure equal 



AARP believes that individuals of all tiges have a right to receive quality heedth 
care services when they need them, and that the public, through the Federal and 
State governments, has the ultimate responsibility to develop a system chat ensures 
reasonable and equitable access to needed services. All individuals should be as- 
sured of a minimum benefit package through either a public or private health cov- 
erage plan. 

Although comprehensive reform is essential for: ensuring access to health care 
services for all Americans, incremental steps can and should be taken to move us 
closer to that goal. Reforming the private health insurance market, especially for 
small employers, is a critical step in the right direction. 

Reforms for the private health insurance market for small employers should focus 
on making insurance more available. Coverage should not be denied even if one or 
more of a company's employees is considered to be a "high risk" in terms of his or 
her potential for incurring substantial medical costs. Further, once insured, termi- 
nation of coverage should not be allowed for the group or any one individual due to 
the deterioration of the health of a member or members of the group. Limits on 
premiums and premium increases as well as deductibles and coinsurance should be 
established with little variance among similar groups. These reforms would signifi- 
cantly improve access to health care coverage for small employers and their employ- 
ees and dependents. Federal standards for private long-term care insureince will also 
help consumers. 

AARP also supports expansions of the Consolidated Omnibus Budget Reconcilia- 
tion Act (COBRA) of 1985 allowing workers and their dependents continued access 
to health care coverage for specific periods when access to lower cost group plans or 
government programs is not avaUable. COBRA expansions that increase access to 
employer-provided health benefits would allow for more workers and their depend- 
ents to take advantage of uninterrupted health care coverage under more circum- 
stflucss 

AARP also supports the following incremental steps to improve the Medicaid pro- 
gram: 

Enabling everyone whose income is at or below the Federal poverty line to be eli- 
gible for Medicaid, giving States the option to exceed the minimum standard. 

Requiring States to have medically needy programs for people of all ages. 

Adjusting Medicaid reimbursement to help ensure adequate access to services. 

Increasing the "personal needs allowance" for Medicaid nursing home residents, 
with annual indexing. 

Improving and updating Medicaid data collection. 

ENSURING A HIGH QUAUTY OF HEALTH CARE 

AARP believes that comprehensive health care reform can and should be accom- 
plished without compromising quality. Over thepast decade, policies aimed at con- 
troUing costs have contributed to the under and overuse of health care services, m- 
creasing our concern about assuring high quality health care. 

Countless individuals are forced to forgo treatment because of fmaiicial barriers 
to access. When their health deteriorates and they seek assistance, it is often too- 
little-too-late and in a setting, such as an emergency room, that is frequently more 
costly per visit to administer. Research also shows that many individuals receive un- 
necessary, excessive, or inappropriate services-increasing costs and posing risks to 

^''Lmprrf.fnsfve 'Ifedtf care reform will require a m^or commitment to achieving 
and SteiSing quality in medicine, as measured by clinical outcome, appropriate- 
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ness, and effectiveness of care. Clearly there is a need for greater information about 
clinical outcomes, statistical norms, and effectiveness of treatment. 

AARP endorses actions that target and investigate substantial variations in medi- 
cal practice, including: 1) the monitoring of geographic medical practice variations; 
2) supplying all medical providers with information about practice variations; 3) in- 
creEising the study of the effectiveness and appropriateness of common medical 
treatments; and 4) reducing inappropriate and unnecessary use of hospitals. In addi- 
tion, quality assurance programs, such as peer review and professional licensure, 
should be strengthened and coordinated. 

CONCLUSION 

AARP believes that containing health care costs and guaranteeing all Americans 
access to affordable, quality health and long-term care must be a national priority. 
We recognize that broad public consensus about the problem and the need to share 
the risk of health care costs are key ingredients in achieving this goal. In discussing 
this issue with AARP members nationwide, we have found that continued public 
education will be essential for building a -consensus on this important issue. 

AARP will continue to increase its public education efforts to develop a better im- 
derstanding of this crisis find find realistic solutions, but we cannot do this alone. 
Therefore, we call upon the Congress to lay the groundwork by convening public 
heeirings around the country that can explore the scope and complexity of the prob- 
lem and focus public attention on the tough choices that must be part of the solu- 
tion. We must build a consensus on the answers to several important questions: 

What elements of a health care system are most importeuit to Americans? 

Are we, as health care consumers, willing to adjust our patterns of use and cover- 
age, and are we willing to make the trade-offs that will be necessary to ensure 
access for all Americans? 

Are we willing to pay the cost of these benefits, not only in the aggregate, but as 
individual taxpayers? 

This last question is the focal point in the debate over health care reform. AARP 
believes that any financing of health care reform should be broad-based and equita- 
ble. Social insureince programs, like Social Security and Medicare, enjoy consider- 
able public support. Comprehensive health care reform will only achieve broad sup- 
port if it is primarily financed through a social insurance structure. 

We have an obligation to raise these questions with the American people. Com- 
prehensive reform of our health care system will only be possible when the Ameri- 
can people understand the need for protection and recognize the inherent danger 
involved in continuing a piecemeal approach to a comprehensive problem. We are 
confident that, with your help, we ceui answer these questions £uid form clear and 
strong messages to our elected officials. Clearly, the 1992 Presidential election will 
offer an important opportunity to engage in a national debate that can help solidify 
America's commitment to health care reform. 

A Arfn '-'**^'"™3'^' I appreciate the opportunity to address your Committee toda^. 
AARP stands ready to work with you and your colleagues in achieving the goal of 
comprehensive and affordable health care for all Americans. 

PRINCIPLES ON HEALTH CARE REFORM 

The American health care system suffers from serious and fundamental problems. 
Health care costs are increasing at unsustainable rates. Almost 34 million Ameri- 
cans do not have even basic health insurance to protect them from the financial 
costs of serious illness. Further, this Nation has no system to cover the costs of long- 
term care, leavmg most Americans vulnerable to potentially devasting nursing 
home and home health care costs. ASTP believes that the United States has the re- 
sources to ensure universal access to needed care. 

AARP's members are affected, directly and indirectly, by each of these serious 
problems. To address them, AARP is continuing its work on two related efforts: (1) 
to reform the current health care system to control costs, improve quality, and guar- 
antee access; and (2) to create a comprehensive system to finance and deliver long- 
term care services to all Americans (see Chapter 6). While these efforts are closely 
related, they require different approaches because of the structural differences be- 
tween the relatively well-developed health care system and the relatively under-de- 
veloped (and seriously inadequate) long-term care system. 

The following principles are designed to guide the Association in its efforts to 
reform our current health care system. The principles do not address every specific 
issue or approach relating to health care reform, but they do establish criteria for 
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evaluating and comparing reform proposals. Over time, as the debate progresses, 
these principles will assist the Association in the development of more specific and 
re&ied positions on comprehensive health system reform. 

AARP's advocacy for comprehensive reform does not diminish its support for the 
incremental improvements to the health care system discussed throughout this 
chapter. In affirming these principles, however, AARP is stating that the fairest 
and most effective approach to solving our health care problems lies in implement- 
ing comprehensive and universal reform. 

PRINCIPLES FOR HEALTH CARE REFORM 

All individueds have a right to receive hesdth care services when they need them. 
The public, through the Federal and State Governments, has the ultimate responsi- 
bility to develop a system which ensures reasonable and equitable access to needed 
health care services for all individuals. 

All individuals have a right to reasonable access to heedth care coverage which 
provides adequate financial protection Etgainst health care costs. The public, through 
the Federal £uid State Governments, has the ultimate responsibility to develop a 
system which ensures universal access to health care coverage for all individuals, 
including individuals with disabilities or health problems. The health care system 
should te designed to ensure that eJI individuals are covered by a public or private 
health coverage plan. The government should establish a minimum benefit package 
to which all individuals are entitled. 

AU individuals have a right to high quality health care. The health care system 
should collect, analyze, and disseminate information about provider performance, 
health care outcomes, and the appropriateness and effectiveness of health care serv- 
ices. Quality assureuice programs, such as peer review and professional licensure, 
should be strengthened and coordinated. 

All individuals should have a reasonable choice of health care providers. Cost con- 
tainment efforts should not unreasonably limit choice of providers. Consumers 
should be provided with sufficient information about health care providers and 
treatment options to make informed health care decisions. 

Financing of the health care system should be equitable, broadly based, and af- 
fordable to all individuals. Government, employers, and individuals share the re- 
sponsibility to participate in health care financing. Our present method of financing 
health care should be replaced by fairer, more progressive financing approaches. 
Burdensome costsharing requirements (e.g., burdensome deductibles and coinsur- 
ance) should be avoided because they disproportionately affect the sick and the poor. 
The public, through the Federal and State governments, should subsidize the cost of 
health care coverage for individuals with lower incomes and should fully finance 
health care coverage for the poor. Any financing method should preserve the digni- 
ty of the individual, regardless of his or her income level. 

Methods of provider reimbursement should promote cost containment, encourage 
efficient service delivery, and compensate providers fairly. Health care providers 
should receive basically the same reimbursement for the same services withm a 
given area, regardless of the payment source. The Government should play a major 
role in establishing more uniform reimbursement practices and rates for health care 
providers. Health care providers share in the responsibility to be fiscally prudent. 

Health care spending should be more rational and should be managed through 
more effective planning, budgeting, and resource coordination. "Hie distribution and 
allocation of health care resources (e.g., capital, technology, and personnel) should 
encourage innovation, efficiency, and cost effectiveness, and shoiJd promote reason- 
able access to services. Federal and State Governments should play a major role m 
planning and coordinating the allocation of health care resources. 

All individuals have a right to a clean, healthy, and safe environment. The public 
health system (e.g., water and sewer service, environmental protection, occupational 
safety, etc.) should be strengthened to ensure the public's health, safety, and well- 
being. Public health efforts should: (1) increase citizen understanding and awareness 
of hialth, environmental and safety issues and problems; (2) improve access to p^^^ 
mary and preventive care services, such as maternal and child health care, immuni- 
zations, and nutrition counseling; (3) conduct health, environmental, and safety-re- 
lated research; (4) coordinate the collection and dissemination of information about 
health, environmental, and safety issues; and (5) assure compliance with health, en- 
vironmental, and safety standards. XI. • u uv, T„ji„;,q„=i= V,,.™ 

Individuals share a responsibility for safeguarding their health. Individuals have 
a respSmty to educat^ themselves and take appropriate preventive measures to 
prote^ their health, safety, and well-being. The Government, health care providers. 
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and consumer organizations share in the responsibility to educate the public about 
health care. Differentials in contributions for health care coverage to encourage 
healthy behavior can be appropriate as long as they do not deny access to health 
care. 

Long-term care should be provided to all individuals through a comprehensive 
public program based predominately on social insurance principles (e.g., Social Secu- 
rity). Ultimately, the health care and long-term care financing and delivery systems 
should be integrated. 

AARP LONG-TEEM CARE PRINCIPLES 

Long-term care services should be available to all people who need them, regard- 
less of age or income. Eligibility should be based on cognitive and functional limita- 
tions, such as dependencies in eating, bathing, and dressing. 

A national long-term care program should provide a comprehensive range of insti- 
tutional and non-institutional health and social services. Long-term care should be 
provided in the least restrictive setting possible. 

The new public program should assist, not replace, current informal caregivers. 
Families and friends need access to supportive services so that they are not unrea- 
sonably burdened and can continue to provide care. 

The principles of social insurance Eind shared risk must be extended to long-term 
care. By spreading the cost across the entire population, protection can be provided 
in a more affordable, equitable manner for any one person. 

The new public program must be self-financed so that it does not increase the 
Federal budget deficit. 

The new long-term care program should be financed primarily through taxes that 
could be earmarked to a trust fund for this purpose, making the Medicare pasrroU 
tax a possible revenue source. Additional sources could include increased estate and 
gift taxes, income teixes and modest premiums. 

Cost containment mechanisms must be built into the system. Modes deductibles 
and copayments should be included in the system, along with strong care coordina- 
tion. 

Protection for low-income persons must be provided against the cost of premiums, 
deductibles and copayments. 

Provider reimbursement must be adequate and structured to ensure high quality 
care and access for all. 

Implementation of the public program must be phased in to ensure orderly devel- 
opment of the new system and all of its services. The first priority should be expan- 
sion of home and community services. 

The new public program must provide a solid foundation for protection, upon 
which the private sector can build, with supplemental coverage of copayments anti 
deductibles, as well as additional services not covered under the public program. 

The Chairman. I thank all the members of the panel. You have 
different approaches to this issue. 

Listening to you, Ms. Archuleta, as you mentioned the polls that 
have been taken of the American people, supporting health care 
reform and a more comprehensive system, the question then comes 
down to what percent of the people are prepared to pay for it. Then 
we obviously find some falling off. 

And then, I mentioned to Congressman Gephardt the role of the 
Federal Government in terms of the reforms, given the very broad 
amount of skepticism and cynicism about government involvement 
in public programs. We always hear that, and yet when there is a 
crisis the first thing people say, whether it is the savings and loans, 
the Bank of New England, price supports in agriculture. Medicare 
or Social Security, air traffic controllers or toxic waste dumps, is 
why isn't the Federal Government doing something about it. So 
there is obviously ambivalence, and at least I believe that it is not 
a question of anti-government or big government or smaller gov- 
ernment—but better government. 
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I'd like to just hear from the members of the panel what you 
think is the appropriate role for government in this particular 
challenge. 

Ms. Thornton. I think government has several roles that they 
should play. I think they do provide a safety net for individuals 
who cannot afford access to appropriate health care services. 

I think government should also provide enabling legislation 
which will provide the framework under which new solutions can 
be worked out and trailed. I think there are obviously some areas 
within our health care delivery system and our health care system 
in general that need rectifsring. One of these is coverage for small 
employers. And I think there are solutions with pooling arrange- 
ments that can be worked out which would help to ameliorate the 
situation that we have today. 

The Chairman. Ms. Shearer. 

Ms. Shearer. I think that ultimately the Federal Government 
should be responsible for assuring that all Americans have access 
to health care. There are several different ways that this can be 
done, but at this time just so many millions of people are falling 
between the cracks that ultimately the responsibility has to be for 
a Federal Government safety net. 

Turning to the issue of long-term care, we have found consistent- 
ly that the private market is incapable of solving these problems, 
and we conclude that there is definitely a need for a public sector 
role to assure that all Americans have access to long-term care. 

So we conclude in both areas that there is a major responsibility 
for the Federal Government. 

The Chairman. Dr. Nelson. 

Dr. Nelson. I agree with the other panelists that the role of gov- 
ernment is to assure that those who are unable to provide for 
themselves are covered; that everyone below the poverty level is 
covered by a decent benefit structure in the Medicaid program; 
second, to assure that people who are employed are covered where 
they work, which has traditionally been the way that most Ameri- 
cans have been covered; third, to assure that States provide risk 
pools so that those who are self-employed can purchase insurance 
at group rates. And finally, obviously, there is a role for govern- 
ment in protecting the public from exploitation, so there is a cer- 
tain regulatory responsibility that government should properly till. 

Ms. Archuleta. In AARP's list of principles, you will probably 
note that we have indicated that the financial part of health care 
reform should be borne by government, by employers and by indi- 
viduals. But we share some of the same points of view that have 

been expressed here. , , . • j. ^„„ 

The Chairman. Dr. Nelson, back to the cost containment propos- 
als that you have, and then I would be interested in recommenda- 
tions that others might have. ^ .^ . . , , „„„ j:f«„„H. tn 
I think all of us understand that it is going to be very difficult to 
expand the coverage in terms of the unemployed and part-time, 
unless we are going to demonstrate a seriousness about cost con^ 
tainment. I happen to be serious about it. I led the fight for Presi- 
dent Carter's cost containment program years ^o and was deteat- 
ed on the fioor of the Senate. So I think we understand that there 
has to be this feature, and there should be. 
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You make a series of recommendations in your testimony, and 
we'll have more time after these hearings to examine it, but per- 
haps you could make some comments as to ways in which we can 
be more effective in terms of cost containment and what you would 
like to see included in any kind of program. 

Dr. Nelson. Sure, and my comments have to apply across-the- 
board, because it is easy for government to simply say, "This is all 
we are going to pay," and then have the private sector pick up 
what they don't. But let me personalize it. When I go to my office I 
don't go with the intention that, well, today I will drive up volume, 
or I think today I'll generate some health costs. I try and approach 
each patient's problems and try and find a reasonable and scientifi- 
cally valid way of dealing with that. 

And most of the things that I do every day were not even avail- 
able 10 years ago. My father's heart attack 2 years ago that took 
him would be treated differently today. Chris a few years ago, in- 
stead of having an MRI for his seizure disorder, would have had an 
air encephalogram, which would have been a terrible experience 
for him. 

As a small businessman, which many physicians are, my premi- 
ums for the small group we are in went up 50 percent this year, a 
truly staggering part of our overhead. 

Let me tell you the kinds of things that I think we should enact. 
Appropriate cost-sharing for those who are able to afford to pay a 
portion. That is one of the keys to volume control. The marketing 
that is going on, the information-driven nature of our society, is 
driving up the volume of services. 

I have patients come in with three cholesterol measurements 
that they have had in 3 weeks, to see if their oat bran is working. 
Appropriate cost-sharing makes people more prudent purchasers. 

Second, health promotion. It does not make any sense to spend 
$3 billion advertising tobacco products in this country, and that is 
something that Congress should deal with. 

Third, effectiveness research. We need to do more research to 
find out what has value, the way to solve problems in the most 
cost-effective fashion. And part of that is practice parameters, 
which is general acceptance of strategies for physicians to follow 
that are based on consensus, to do away with some of the uncer- 
tainty in the variation in the way we solve our problems. 

Fifth, continue the reform of physician payment. We have taken 
some very important steps in dealing with the inequities that ev- 
erybody knows exist, and we need to pursue that path. 

Sixth, permit fee review at the local level by groups of physi- 
cians. I have businessmen ask, "Why don't you deal with your bad 
apples?" I tell them that local county society committees that 
embark on review of patient complaints about fees run real risk 
from antitrust actions. That is something that can be dealt with 
and should be. 

Seventh, cut defensive medicine costs. I don't need to say any- 
thing more about that because I know you have heard about it. 

Eighth, cut down the administrative burden. I saw a patient in a 
nursing home just before I came here and wrote orders at the bed- 
side, and I can guarantee that there will be mail on my desk for 
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me to again sign those orders, simply because long-term care is so 
administrative burdensome, the paperwork volume. 

If I am trying to deal with a diabetic as an outpatient instead of 
putting him in the hospital, measuring blood sugars more often 
than the computer screen permits, then I get a letter saying that 
those services were not necessary. The hassle is not free; the hassle 
costs us something. 

Finally, I think we have to continue to study the process by 
which society sets its priorities. It is easy to say that we should as a 
Nation invest more in prenatal care for pregnant women than for 
hair transplants for 80 year-old men. It is a bit tougher when we 
decide whether we should pay for a second coronary artery bypass 
process for an 85 year-old man or a third liver transplant for a 
child. 

We then have to continue the study of the way by which those 
priorities are set, with an ultimate goal not perhaps of limiting 
cost, but at least rationalizing the way we spend for health. 

Thank you. 

The Chairman. Do others wish to add to that? 

Ms. Shearer. If I could just add to that. Senator Kennedy, that 
the issue of cost control was probably the most important, or 
maybe the second most important reason that Consumers Union 
concluded that a single payer system has the best bet of significant- 
ly reducing and controlling costs. 

I thought that Congressman Gephardt had an excellent sugges- 
tion this morning in taking a look at the DRG experience which 
has been so effective in controlling hospital care costs for Medicare, 
and we should think about applying that to the under-65 popula- 
tion and to the physician services. I realize that is not an easy 
thing to do, but it is certainly worth pursuing. 

Ms. Thornton. Mr. Chairman, we would also recommend that 
the managed care health care systems are a way of controUmg 
costs in that they look at the provision of health care on a total 
basis; they ban providers, consumers and intermediaries together 
in an arrangement which is committed to controUmg cost while it 
improves quality and applies other management techniques to the 
provision of health care benefits. , 

The Chairman. Very good. I would ask the committee s mdul- 
gence since I am over my time. Dr. Nelson, you mentioned the mal- 
practice insurance. There is about $300 million a year that has 
gone for community health centers. About $75 million of that is 
paid in insurance for doctors. When it was operated by the Public 
Health Service, liability insurance was covered under the federal 
Tort Claims Act, so there wasn't any. So we have lost $75 million 

"^ We have'^mmunity health centers that don't have any insur- 
ance who just say, "We're going to keep going and take our 
Scel" Ae interesting thing is they don't have c^esj«ainst 
those doctors because the doctors are really out in those communi- 
ties and really have the confidence of those communities. I am sure 
there are incidences where there may be some diffic^ltf or some 
negligence-hopefuUy not. But when you mention that, it really 
rings a bell. 
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Senator Hatch and I tried to do something about it, to give 
CHC's a status like they had in the old days, allegedly permit them 
to be under the Federal Tort Claims Act, and the tnal lawyers 
came out of the woodwork. 

But in any event, I know you referenced that and we did not get 
into it, but as we move through the development of legislation, 
we'll want to hear a good deal more from both you and the other 
members of the panel as to how we can deal with this. 

Senator Durenberger. 

Senator Durenberger. Thank you, Mr. Chairman. 

I apologize am supposed to be in a meeting in the Republican 
Leader's office at 11:00, so I will be brief. 

First, I remember the Carter cost containment vote very well. I 
remember the result was a one vote margin on our side, and I 
always took credit for it even though I was brand new. But I also 
remember that on the other side, the person who really killed it 
was the first witness here this morning — and I won't make any 
comment on that other than that is sort of the reality of the way 
things work around here. 

I think all of us have been searching for answers to these ques- 
tions for so long, and while we may be perceived from time to time 
as being on different sides of an issue, it is only because some of 
these issues continue to change. 

I thought Alan just touched the tip of the iceberg on the differ- 
ences in just 2 years in medical technology. That is a reality out 
there that none of us know how to grasp. This committee has juris- 
diction over a major part of that issue, but where do you head in 
on it? How do you get your hands around it? 

I spent a fascinating 2 years on this committee in the 101st Con- 
gress just trying to learn a little bit about technology and the medi- 
cal device bill and the orphan drug bill — more money was spent 
lobbying the orphan drug bill than what we spent on maternal and 
child health care in this country; it drives you crazy. 

I have one question I'd like to ask because it gets to the issue of 
one of the main areas in containing costs, which is to contain 
access in an appropriate fashion. I suppose I want to ask this ques- 
tion of Martha and Gail, and I'm going to use Martha's testimony 
to ask it of Gail. 

"Ameritech believes that employment-based approaches are the 
preferred vehicle to expand coverage. While employers can help 
employees, the ultimate responsibility must rest with the individ- 
ual. We know from other employers that even in the presence of a 
plan provided and primarily funded by the employer, some employ- 
ees choose to forego coverage. Employers should not be penalized 
for choices made independently by employees." 

I could go on and on and quote other things, but the part that I 
wanted to point to was that Ameritech believes that there is value 
to the system, to the people involved, I take it, and to this whole 
process of improving the access to quality care and having a role 
for the employer in this system. 

Consumers Union believes we ought to look to Canada. If I un- 
derstand anjrthing about using Canada as a model, it means we cut 
out the Martha Thorntons and the Ameritechs and the relation- 
ship between the employer and the employee and the income secu- 
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rity system, and we substitute the State government or some gov- 
ernment to manage access. I must just say, having said what I just 
said about where we have been over the last 13 years, I have a 
really tough time getting there. 

I can't endorse what is going on anywhere other than at the 
Ameritechs and some of those places in the employer sector. I cer- 
tainly don't endorse what is going on in health insurance these 
days. But before I go to Canada and ask people like us to try to 
make these decisions, I need you, Gail, to tell me why we should 
pass up Martha Thornton and Ameritech for the State of Massa- 
chusetts, the State of Minnesota, or even— I'd probably trust Utah 
before I'd trust a lot of other places. But why? 

Ms. Shearer. Well, there is a lot to be said for the system that 
we have today, and I don't mean to imply that this is a black and 
white issue. 

The biggest flaw that Consumers Union found with the employ- 
er-based system and building on it is the question of cost control, 
which has already been discussed this morning. We have not been 
able to figure out the best way to really build cost control into an 
employer-based system. It is a challenging problem. It could be 
done. 

If this Congress is going to be committed to ensuring universal 
access through an employment-based system, we will work with 
you and try to make it work. It wouldn't be our first choice, but it 
certainly has great potential. 

Senator Durenberger. Thank you. Any comment, Martha, on 
the Canadian system? 

Ms. Thornton. I did want to make a comment. Senator. With me 
today is Alan Paris, who is a manager of benefits for Ameritech. 
Prior to working for Ameritech, Alan was a hospital administrator 
in Montreal, Quebec and worked under the Canadian health care 
system. And while the Canadian system does provide access to the 
population, it is not without its own set of problems. In essence it is 
a fee for service system with expenditure cap placed over it. Be- 
cause of that, even though there is access there are also severe 
shortages within that system, both in certain kinds of facilities and 
also in the provision of services to patients on a basis selected by 
the physician providers. 

Senator Durenberger. Good. Thank you all very much. 

The Chairman. Senator Pell. 

Senator Pell. Thank you, Mr. Chairman. 

Following up on this question of the Canadian insurance and the 
British, I think we all agree that in Great Britain, as I understand 
it, there are certain procedures which they just don't do. For exam- 
ple, you don't get kidney dialysis if you are over 65. And there are 
other procedures of the same sort that seem too draconian in those 
that it would exclude. 

At the same time, as you know, in Great Britain they have pri- 
vate hospitals where they charge a great deal, and you can still get 
that sophisticated medicine if you can afford it. That is a fact, I 
think. 

I would ask unanimous consent to insert in the record at this 
point a table comparing the three health systems, U.S., Canada 
and Britain, and it is interesting from a cost standpoint, percentage 
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of GNP as of 1989, about 6 percent of GNP was spent on health 
care in Great Britain, 11.5 percent was spent by the United States, 
and about 8.5 percent by Canada— right down the middle between 

the two of us. 

I was wondering, pressing Dr. Nelson for a moment, where you 
feel the Canadian system is short. It obviously does not cover cer- 
tain procedures. And your own system, which seems pretty good to 
me, too, does not cover certain procedures. 

Dr. Nelson. Yes. Our minimum benefit package is the minimum 
decent benefit package. But the Canadians count their numbers a 
bit different than we do. Senator Pell. For one thing, we have dif- 
ferent ways of depreciating the facilities that they don't count. 
There are certain aspects that the Canadians don't count as health 
costs that we do— home health care might be an example. The 
trend line is relatively parallel— and they are concerned about 
health costs just as we are. 

The British— it is curious that at a time some are talking about 
nationalizing our system, the British are talking about privatizing 
theirs, and both for the same reason — to save money. 

None of that says, though, that we ought not to correct the defi- 
ciencies in our system. I think the critical question is what is 
doable. I think it would be a tragedy for us to have a national 
debate for two decades over whether to adopt the Canadian model, 
while we have 32-37 million people who could be insured and are 
not being. 

In this country we pay somewhere around $150 billion in out-of- 
pocket costs. If we adopted the Canadian model, the tax burden 
would go up somewhere into the high 40 percent. The Canadians 
have a higher tax than we do; they have a higher per capita na- 
tional debt than we have, and part of that is because they have 
free-at-the-point-of-access medical care. 

But if we were to adopt the Canadian model, our costs would sky- 
rocket because efficiency would go down because governments 
don't seem to be able to do things very efficiently; because the 
demand for services would go up because it is free at the point of 
access, and nobody in this country will tackle the problem of ra- 
tioning that the Canadians have tackled — and I don't think that we 
should. 

Our Nation is rich enough that we don't need to ration medical 
care. We need to rationalize medical care. 

Senator Pell. I congratulate the chairman of this committee for 
calling these hearings and for the leadership he has taken. I think 
he started taking a leading role in 1962 and to make some progress 
here. And yet we all know the problems; we admire those who are 
trjdng to overcome those problems, but we still face many of the 
same obstacles that we did almost 80 years ago. 

How do you see us breaking through in this? 

Dr. Nelson. Adopting a program like Health Access America, 
which is doable; expand Medicaid and make it decent, and increase 
the number of people insured where they work, and set up State 
risk pools. 

Senator Pell. What would be the basic differences between your 
plan and the Kennedy employer-based health plan? 
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Dr. Nelson. Many similarities. The differences are in terms of 
details. Conceptually they are very similar insofar as the required 
employer coverage portion is concerned. 

Senator Pell. I have no further questions. I'd like to know if the 
chairman shares the same view. 

The Chairman. Yes, I do, particularly as to how we deal with the 
smaller businesses; I think a lot of those issues were addressed in 
very signiticant detail in the Pepper Commission, in centers, and in 
phasing in, and in pooling of various insurance markets. I think if 
you look at where we started out, where we have mandated bene- 
fits, they have a sort of pay-or-play for employers, which is entirely 
acceptable as an alternative way of dealing with similar issues. 
Where the Pepper Commission and the AMA differ, we could prob- 
ably work out in a couple of hours. 

The real problem with this issue is not that we need to know 
more about it; is that we need the will to address it. We have had 
study after study on it. But I think there are areas of broad 
common agreement. There may be some areas of difference, but 
there are broad areas of agreement. 

Senator Pell. Thank you very much. I have no further questions. 

The Chairman. Senator Simon. 

Senator Simon. Thank you. 

First of all, I really think there is some coming together, and 
there is no better illustration than if 10 years ago you were to say 
the AMA and Senator Kennedy are in agreement on a health care 
bill, it would have been revolutionary. 

Dr. Nelson, you said we need collaborative efforts to devise 
where we should go. How do we achieve these collaborative efforts? 

Dr. Nelson. I think it gets back to what the chsiirman said about 
the requirement for will at the beginning; and then after that it 
takes a major commitment to get the players within society to 
agree that something needs to be done and that this is a reasonable 
way to proceed. And the AMA put me on the stump in a lot of 
places last year with business groups and others in trying to urge 
that we confront these problems. So by collaboration I mean get- 
ting the people who make the decisions to reach some sort of com- 
promise, and first of all to understand that we have to have some 

changes. . x u i 

Senator Simon. But it seems to me we are at a pomt when people 
like Lee lacocca are saying we ought to adopt the Canadian plan. 
Whether you are for it or not, an important representative of busi- 
ness is calling for it. I met with the officers of one of the Fortune 
500 companies who say we have to change something. And when a 
Peoria businessman says to me, as he did recently, that We budg- 
eted $800,000 for our health insurance, and our bill came in at $1.4 
million," it shows he is ready to do something. I think we are at 
the point where that collaborative effort can be productive. And I 
agree with you we should not look at this point for overall long- 
term changes. I'm not against looking for those changes also, but 1 
think we ought to be looking first at what can we do about long- 
term care, what can we do about some of these very specific needs. 
I think we really are ready for these. 
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For example, if the four of you, representing very diverse inter- 
ests, and those of us here were to get together, I think you would 
find that we could agree on some fairly significant steps forward. 
Ms. Thornton, first of all, it is good to have an Illinois represent- 
ative on the panel. You say we must find ways to make coverage 
affordable for smaller employers and individual purchasers of 
health care plans. Do you have any specifics on how that should be 
done? 

Ms. Thornton. I think a couple of things need to be done. I 
think we do need to have risk-pooling arrangements. I think we 
need to look very carefully at some of the State mandates and 
evaluate whether or not they really add to the effectiveness of med- 
ical care or simply to the costs. I think those are some of the major 
issues that we need to address. 

I think we also have to be sure that we have enabling legislation 
which allows managed care systems to develop within the small 
group market so that those employers also have access to the kinds 
of systems that major employers do. 

Senator Simon. You also mentioned somewhere in your state- 
ment — and I think it is an important thing for us in Congress to 
keep in mind— that "government should not use its legislative 
powers to systematically underpay providers." 

Every year now, we go through this, where we get a recommen- 
dation to cut back on Medicare. It sounds so simple when we are 
putting a budget together— and I am on the Budget Committee. 
They called for cutting back $5 billion, and we finally compromised 
on $2.3 billion. When hospitals and physicians and others are not 
paid for their real costs, they shift them over to those who can pay. 
Ms. Thornton. Exactly. We see that as a hidden tax on those 
people who are ill and who have to access the medical system be- 
cause they are the ones who end up picking up those additional 
costs. 

Senator Simon. And so Ameritech in a very real sense picks up 
the tab for our failure to provide adequately for Medicare. 

Ms. Shearer, in your statement on the financing part, the financ-» 
ing should be progressive; I gather that you favor this and making 
it part of the income tax in some way. 

Ms. Shearer. We have explored several options especially with 
regard to long-term care. We have thought about payroll taxes, 
probably modified by making a less severe impact on low-income 
people; gift and estate taxes are a potential source of revenue for a 
^°^S-term care program. We have done a detailed study of the pos- 
sible financing of several different long-term care options including 
one that Senator Kennedy introduced in the last Congress, which 
did a very good job in meeting the criteria that we lay out for a 
long-term care program. 
There are some options, and we feel it is doable. 
Senator Simon. And Ms. Archuleta, clearly, as you look at the 
demographics, the long-term care issue is going to explode on us. 
Do you have any recommendations for how we will pay for a long- 
term care program? 

Ms. Archuleta. Well, AARP believes that it probably should be 
based on a social insurance kind of system. We have had good re- 
sponse from the public on Social Security and Medicare, and there 
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would still be a role for private insurance over and above the kind 
of basic long-term care plan. 

Senator Simon. I thank all of you. I think it has been a good 
panel. 

Thank you, Mr. Chairman. 

The Chairman. Senator Adams. 

Senator Adams. Thank you, Mr. Chairman. 

Ms. Thornton, I want to direct most of my questions to you be- 
cause the chairman and I— if you can believe this— as early as 1962 
and 1963 visited the group health facilities in Seattle, which were 
among the first HMOs, Eind managed care types of health plans in 
the country. Therefore, I am very interested in how you developed 
your managed care plan as an employer. I believe this is one of the 
ways that health care can be provided in an effective and less 
costly manner. Often they are much more flexible. How did you de- 
velop your managed care plan? What bases did you use? 

Ms. Thornton. Most of our employees are represented by two 
unions. We have worked in conjunction with those two unions 
through the negotiation process in developing a comprehensive 
health care plan in the 1986 bargaining. As a part of that plan we 
introduced manage care provisions, and we also developed pre- 
ferred provider arrangements. We did the preferred provider ar- 
rangements in conjunction with the local Blues plans, who worked 
with us in developing criteria to select hospitals and physician pro- 
viders to become members of that organization. 

The new plan that we will be introducing this year and next 
year, again, that plan is being developed in conjunction with the 
local Blues organizations and in partnership with them, and we are 
entering into a risk-sharing arrangement with them to oversee the 
provision of medical benefits under this managed plan. 

Senator Adams. How are you evaluating the results of your plan 
so far? You mentioned risk-sharing. I think the big problem — and I 
happened to be in the Carter administration in the Cabinet at the 
time when we were doing cost containment, and I remember Secre- 
tary Califano coming up, and our problem always seemed to be 
that we have the division between providers, in other words, those 
who pay and who use the service and those who provide the serv- 
ice. And once you break that nexus, the market obviously doesn't 
begin to work. The solution it seems to me has been where you 
combine and get pre-agreements of physicians, and that is what I 
am searching for with you: How did you create your plan? Senator 
Kennedy and Senator Mikulski and myself and several others are 
trying to find a way to provide access to the 37 million Americans 
with no health insurance. We have been trying to get a series of 
insurance companies to pool resources, to establish a basic plan. 
But we couldn't get a rate from any of them. We even tried to tie it 
into the minimum wage, where a certain percentage of the cost 
would come out of that. But we did not have the nexus that I re- 
ferred to. Could you describe how you got the agreements among 
the three parties so that you stabilized the system? 

Ms. Thornton. The point of service plan is a plan which is under 
development today. The way that will work is that Blue Cross actu- 
ally holds the contracts with the providers. Those contracts are 
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based in some cases on a capitation arrangement; in other cases it 
is a per diem arrangement if it is a facility-based provider. 

Our arrangement with the Blues is based on current cost plus 
the trend rate, and the Blues guaranteeing to manage costs within 

CGrtflin IgvgI 

Senator Adams. But you have a fixed cost basis for a series of 
services, do you not? I should not put that as a rhetorical question. 

1 am asking you that question. 

Ms. Thornton. It is not fixed in our case. In our case, the system 
will have an overall cap, and within a percentage range above that 
cap there will be some sharing if the Blues exceed the amount of 
expense that has been targeted for the year. If they are able to 
bring costs in at a lower level, then there will be some sharing of 

the savings. , t i. • i 

Senator Adams. Some sharing of the cost savings, which I think 
is an incentive and is necessary. 

How is this working in your region? 

Ms. Thornton. It is under development right now, Senator 
Adams, so we cannot speculate on that. We do know that for some 
other major employers, though, Southwestern Bell, for example, 
being one of them, who has established a point of service plan, that 
they have been able to control costs over the last 2 years, averag- 
ing an increase of about 7 percent on a year over year bfisis. So 
they have been able to do very well under this kind of a plan. 

Senator Adams. But you use an overall package with a series of 
doctors who become your preferred provider system; a bulk set of 
money is allocated, and then your incentive package is worked 
against the bulk. 

Ms. Thornton. Yes, essentially that is it. 

Senator Adams. OK. Dr. Nelson, I very much appreciate your 
being here. One thing that I am concerned about — and we passed 
legislation last year on pap smears and that type of examination to 
examine for cervical cancer, and we intend to proceed with legisla- 
tion this year, and the chairman has been very helpful in these^ 
matters, on mammograms and getting really good screening be- 
cause our incidence of breast cancer, particularly among older 
women, is rising. I think it was 40 percent these last couple of 
years, so it is just on an upward trend. I notice that is not covered 
in your basics. I agree with most of the rest of your basics, but I 
am also a great advocate of if we can do some preventive care here, 
we save an enormous amount in terms of later surgical or crisis 
care. 

Have you considered placing some of those kinds of tests within 
your basic coverage, because they are not terribly expensive, and 
there is a definite schedule — I mean, you can establish a schedule 
of once a year or something like that, so that you don't have a 
great volume. I just wondered why they were omitted. 

Dr. Nelson. Well, first of all let me say that I agree with you 100 
percent on the desirability and cost-effectiveness of mammogram 
screening. And we were strong proponents of inclusion of mammo- 
gram as a covered benefit in the Medicare program. To some 
degree, then, our lean minimum benefit package is inconsistent 
with our policy, and the way it was arrived at was starting at 
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$1,700 per person, and then our actuaries went as far as that would 
go. 

I think that some of the copayment levels are too high, also. So it 
is not perfect, and I'd like to see mammogram screening included 
in that, and so I agree with you. This was the first iteration of this 
minimum benefit package, and as I said, we started out with a set 
amount of money and then tried to prioritize what would be pur- 
chased—understanding that this would be the minimum and that 
ideally people would be purchasing packages that would include 
more coverage than what this provides. I think you will probably 
find us including that in the future. 

Senator Adams. Thank you. Doctor. 

Thank you very much, Mr. Chairman. 

The Chairman. Thank you. 

Dr. Nelson, just a couple little comments. In terms of the admin- 
istrative costs, if you take the cost of Social Security versus the ad- 
ministrative cost of private insurance you will find that in the pri- 
vate sector it is considerably above what Social Security costs just 
in terms of management. And the contrast between administrative 
costs in Canada and the United States in terms of the private 
sector is rather dramatic. I don't know whether you have had a 
chance to look at that. I am not making the argument that the gov- 
ernment always does things very well, but in the health care areas, 
the private sector, particularly on administrative costs of health 
care — the rest is something that we have to recognize as well. 

The other thing is in terms of the overutilization. You gave us 
pretty good examples of overutilization. But we had that situation 
in Saskatchewan where they put in just minimum payments for 
utilization of outpatient services — a couple of dollars — and then 
they evaluated over a period of years to get people to stop coming 
down to doctors' office, and it had very little impact. 

I don't question that there are a lot of people who think they've 
got a lot of problems, who take up much too much of the doctors' 
time — you are certainly an expert on it. But for the most part, 
most people are working, and they are working hard, and they've 
got families, and to go down and take up a doctor's time— usually, 
it's difficult to get them down to those offices to do the kinds of 
things that various members have commented on in terms of pre- 
ventive care so things don't deteriorate. 

I am sensitive to the things that you have mentioned. There are 
a lot of people with much too much time on their hands, with noth- 
ing to do, who are taking up the time of the doctors, and we do 
have to deal with that, but we also have the highest copays in the 
world, and there is a certain group of professionals who think that 
in and of itself keeps people away. Certainly, the costs of emergen- 
cy rooms when people don't have any health care coverage— $7,500, 
and you have a child who is sick, and they have to wonder whether 
it really is worth $100, or whether they'll wait another day before 
they really know the child is sick, and by that time the child is 

very, sick. , , , ^ ^ i. 

Dr. Nelson. Well, let me respond, because I don t want to be mis- 
understood on this. 

The Chairman. OK. 
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Dr. Nelson. My patients don't come to see me unless they really 
think that they ought to be there. Nobody goes to see a doctor, par- 
ticularly if they have to wait very long, unless they either have 
something wrong, or they are very concerned that they might. 

What I was saying is that the information-driven nature of our 
society has arrayed such an incredible menu of health services that 
are being marketed so people don't know whether to have bone 
density screening, for instance, or not. And if they are able to par- 
ticipate some in paying for it, they are more liable to ask the 
doctor the searching question "Why do I need to have this done? 
And agreement on services that are provided should come from a 
partnership between doctor and patient. But the patient will be 
more likely to ask those questions if it isn't "all free". 

The Chairman. I think we're probably not talking at odds. I 
think it is the information and having informed both patients and 
doctors. . . 

As you can gather, we are very serious. This is a top priority ot 
mine and of our committee. We will include all your written state- 
ments in the record; they have been very helpful. And we will be 
coming back to you for additional suggestions. We hope that today 
we might have jarred your thinking as well on some additional 
things that can be done. We are very grateful to all of you. 

[Additional statements submitted for the record follow:] 

Prepared Statement of Senator Mikulski 

American families, and especially the women in these families, 
are increasingly shouldering the burden of caring for the growing 
numbers of elderly in our country. Sharon Burton, from my home 
State of Maryland, is a good example of this. Ms. Burton not only 
cares for her immediate family of a husband and three children, 
but also cares for a grandmother with Alzheimers disease and a 
mentally retarded aunt in her home. The grandmother herself had 
been providing care to the aunt until her own illness and a broken 
hip prohibited her grandmother from providing further care. * 

I think that it is wonderful that there are so many outstanding, 
dedicated, tireless people like Sharon Burton, but it is time that 
this country started supporting and caring for its caregivers. We 
canitbt depend upon the free labor of people who have many other 
responsibilities — both within the family and in jobs and activities 
outside of the home — for the health care needs of our elderly and 
disabled. Women make up over half of the American labor force. 
Yet the majority of health and personal care in the home is also 
provided by women. 

It is time that our public policies catch up with the stated values 
of this country. We talk about the importance of strengthening the 
family, caring for the sick and the elderly, and giving our children 
a good start in life, yet the Administration refuses to support bills 
such as the Family and Medical Leave Act, which would provide 
some security and support to workers who must care for feunily 
members who are sick or require care. It makes good public policy 
as well as economic sense to care for our caregivers. 

We need to address the lack of access to adequate health care in 
this country in a serious manner. Long-term care coverage issues 
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will only become more pressing as our population continues to age. 
We need to ensure adequate coverage for health care deUvered in 
the home, and coverage for services along the entire continuum of 
care. And we need to ensure that the care that is given is quaUty 
care, by supporting bills such as Senator Adams' and my mammog- 
raphy quality assurance bill. 

Once ajgain, I would like to commend Ms. Burton and the other 
citizen witnesses for being here today. They deserve our best efforts 
to get them the help they need. 

A Comparison of Three Health Systems: United States, Canada, and Britain • 



U.S. 



Britain 



Universal coverage No 

Rnancing public, private provincial taxes 

Physician Status mostly private 

Hospital Ownership mostly private 

Payment to Physicians private insurers, government, 

individuals 

Controls on Physician Costs no systematic controls 

Papent to Hospitals private insurers, government, 

individuals 
Controls on Hospital Costs no systematic controls except 

for Medicare ORG system 

Umitation on Availability of Financial resources of 
Care. Individual or insurer 



Cost of System 10.7 

(percent of GDP/1984) 11.1 (1988) 



yes 


yes 


federal and 


national government taxes 


mostly private 


government employees 


mostly private 


government 


government fee-for-service 


government salaries 


fees adjusted for budgeted 


salaries established within budget 


expenditures 


targets 


government 


government 


budget for each hospital 


budget for each hospital estab- 


established by 


lished by government 


government 




No Limit 


No formal limit but severely con- 




strained resources result in 




waiting lists and denial of 




access to some costly proce- 




dures for older people or those 




thought to be bad risks 


8.4 


5.9 



■ Infomiatioii provided l)y Senate Latwr and Human Resources Committee (Marcli 1989) 



Prepared Statement of Senator Bingaman 

Mr. Chairman, let me begin by commending you for holding this 
hearing today. Many of us look to you for leadership in our efforts 
to help improve the Nation's health status, whether in the area of 
AIDS prevention and education, children's health care, medical re- 
search, or any number of other health care fields. I am confident 
that you will be a capable, committed leader in the 102nd Congress, 
and I look forward to working closely with you. 

"The issues that we will discuss this morning— the current state 
of our health care system and the right of all Americans to ade- 
quate health care — are among the most critical issues facing our 
Nation today. With the excellent help of today's witnesses, I am 
confident that we will be able to develop and enact some realistic 
solutions to these problems. 

Working together at all levels, I believe we can make a differ- 
ence, for the sake of our children, their future, and the future of 
our Nation as a whole, we need to rise together to meet the chal- 
lenges facing our health care system. The costs of failing to act, in 
terms of lost productivity, lost revenue, and lost lives, are simply 
too high. 
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As a nation, we spend more on medical care than any other in- 
dustrialized country. Estimates are tat in 1990, our total health 
care expenditures topped $600 billion, which is twice the averse of 
our international competitors. But despite our astronomical spend- 
ing, our Nation's health status — and the accessibility of health care 
in general — are tragically lacking: 

Every year, more babies die because of sickness in the United 
States than in almost any other industrialized country; 

Every year, hundreds of elderly individuals and their families 
face losing nearly everything they own because of astronomical 
hospital and prescription drug bills; 

Every year, fewer and fewer people can afford health insurance; 
and 

Every year, more and more Americans become the victims of 
AIDS and other deadly diseases. 

Clearly, something is wrong, somehow, we have developed and 
are perpetuating a very inefficient health care system. We are 
spending more and we are receiving less. Our children's future — 
and our Nation's future as an economically competitive force in the 
global marketplace of the 21st century — are at severe risk if we do 
not start making changes today. 

Where do we start? As with any successful strategy for dealing 
with a problem, a recognition that the problem exists must first be 
made, and then the problem must be defined in realistic terms. 
This hearing signals the recognition that a problem exists. 

In my view, the challenge of health care can be defined in three 
ares: First, cost; second, access; and third, quality. 

These are three formidable issues, and perhaps that is part of 
the reason we are in the mess we're in. We are looking at the chal- 
lenge of health care in terms that are too broad. We're trjring to 
come up with solutions for our entire health care dilemma, from 
lack of prenatal care for low income, minority women, to the esca- 
lating costs of nursing home care for the elderly. 

Perhaps those goals are too ambitious, at least for now. I believe 
we need to identify some realistic priority areas and work towarH 
developing step-by-step and level-by-level plans for reaching goals 
in those more limited, but critically important, areas. 

If we set realistic priorities and goals, I believe our ultimate goal 
of assuring access to adequate health care for £^1 will be easier to 
achieve. 

What should our first priority areas be? I believe that economic 
realities and the need to help secure an economically competitive 
position for the United States in the next century demand that we 
first focus on preventive and primary care for our children. 

I am convinced that we can fulfill our responsibilities to the next 
generation and maintain our competitive position in the global 
marketplace only if we help our children to become health, produc- 
tive adults. We must assure them of their rights to adequate health 
care and education early on. 

Unfortunately, we are failing miserably at this task. Last year, 
the Children's Defense Fund published a report measuring trends 
in our children's well-being over the past decade. I was deeply dis- 
appointed to read that my home State of New Mexico— and 47 
other States— were given failing grades in that report. If we truly 
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care about our children and their future, all of us should be 
ashamed of the findings of the CDF report, and we should pledge to 
improve the situation before the end of this decade. 

New Mexico failed in 18 of the 20 categories. We ranked last in 
the ability to provide prenatal care, 48th in the teen birth rate, and 
45th for children living in poverty. How do we expect to secure a 
bright future, a competitive future, for our children with statistics 
like that? The answer is that we simply cannot. 

That is why, in the area of health care, I believe we must make 
preventive, primary care for all children our first priority. I hope 
that other members of the Labor Committee and the full Senate 
agree with me. I hope that we can work together to develop realis- 
tic strategies for securing adequate prenatal care for all pregnant 
women and adequate preventive, primary care— including health 
education — for all our children. 

It is an enormous task, but one that I believe we can achieve if 
we work together at the local, State, Federal, and most important, 
the family level. We can do it, and this hearing— the Labor Com- 
mittee's first hearing on health issues in the 102nd Congress — is an 
excellent starting point. 

Thank you, Mr. Chairman, once again for convening today's 
hearing. I look forward to a morning of insightful testimony. 

Prepared Statement of R. B. Howard, Senior Vice President, 

BellSouth 

On behalf of BellSouth Corporation, this statement is submitted for the printed 
record of the January 10, 1991 hearing before the Senate Labor and Human Re- 
sources Committee addressing the Nation's health care crisis. 

BellSouth is one of the seven regional telecommunication companies formed with 
the divestiture of the Bell System. BellSouth has approximately 102,000 active em- 
ployees predominately located In the nine southeastern States and approximately 
34,000 retirees located throughout the United States. 

The inaccessibility of this nation's health care system, while a serious concern, is 
symptomatic of a more fundamental problem. Rather than a band-aid approach, 
Bellsouth advocates legislation that would address the broader problem of the cost 
of health care. 

According to the recently released Health and Human Services Department infor- 
mation, national health care expenditures were $604 billion in 1989, up 11 percent 
from 1988. This sum represents 11.6 percent of the nation's GNP, up from 11.2 per- 
cent in 1988. These figures and the trend that they depict underscore the real prob- 
lem plaguing this nation's health care system — the cost of medical services. Simply 
mandating employer insurance coverage for basic medical services will not correct 
this problem, it will only exacerbate it. 

As it is now configured, the health care system in this country is unfettered by 
the economic pressures that influence other businesses. The medical care consumer 
is not equipped to do comparison shopping. Even if that were not the case, once a 
patient enters the system, most of the medical demand is set by the physician who 
is also a major supplier. The result has been, and without system correction will 
continue to be, runaway medical costs. Much of this cost is absorbed by employers, 
especially as public medical programs, such as Medicare, reduce their payment 
levels in order to meet budget targets. . , ,,, ,. 

BellSouth believes that the following fundamental changes m health care policy 
are necessary: , , 

(1) Comprehensive basic system changes are necessary smce piecemeal changes 
will not work. Piecemeal changes have been tried and the cost of medical care con- 
tinues to rise while access to the health care system becomes more limited. 

(2) The health care delivery network is too large and its facilities are poorly locat 
ed. As a consequence, preferred provider agreements or other so c^l^ managed 
care systems that buy services at reduced cost simply result in cost shifting rather 
than address the system's inefficiency. 
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(3) Any public programs that expand coverage or provide coverage of last resort 
could be appropriately funded with dedicated and broad beused taxes. The amount of 
public support could be based upon the individual's ability to pay. 

(4) The level of demand that has been and will be placed on the health care 
system cannot be met. System controls and/or prioritization must be considered 
that will assure the maximum benefit from the resources and limit health care ex- 
penditures to a level that the economy can afford to fund. 

The foregoing, or any other sociEd health policy initiatives, should not be under- 
taken until their long-term impacts have been thoroughly evaluated. BellSouth sub- 
mits that the evaluative process has not been undertEtken in the case of meuidated 
employer funded health insurance. Full consideration must be given to the impact 
that such mandated action will have on employment and the competitiveness of 
American industry. BellSouth endorses the changes made in the Omnibus Budget 
Reconciliation Act of 1990 which require any new social program be contingent 
upon procuring proper funding. BellSouth is of the view that funding consideration 
should be for the long term and not just one fiscal year. Otherwise, there will be a 
constant problem in developing proper sources of funding for a program of this mag- 
nitude. 

An examination of state legislative initiatives that have mandated certain types 
of medical coverage or provided coverage for a specified group of providers shows 
that these actions have increased medicEd costs. This associated cost escalation has 
resulted in an overall reduction of coverage as many small employers have been 
priced out of the marketplace. Larger employers have opted for self-insurance to 
avoid these costly, unwise state mandates. 

Cost then is the real issue confronting the nation's health care system. Mandated 
employer coverage addresses access to the system but does not confront the cost 
problem. A better approach would be to offer reasonably priced "basic coverage" 
that an employer and an employee could jointly or separately purchase, coupled 
with fundamental reform of the supplier network. In that regard, consideration 
should be given to: 

(1) Imposition of effective coordinated area planning. Too many facilities and too 
many specialty providers are creating an inefficient medical delivery system. 

(2) Fundamental malpractice reform associated with scientifically eveduated 
standard medical protocols and procedures are needed, with these standetrds, con- 
trols can be placed on the malpractice awards when the provider adheres to the 
stemdard practice guidelines. 

(3) An all-payor system that fixes payment schedules equally for participants 
within a geographic area. The rates should be fair to the provider as well as the 
purchaser and, everyone including the government, would pay their appropriate 
share. In that regard, an approach similar to the relative value system or the Diag- 
nostic Related Group that sets the Medicare payment levels should be considered. 

(4) A system that sets priorities and limits expenditures similar to the Oregon 
Medicaid proposal. ^ 

BellSouth also recommends a study of the health care systems used by other 
countries to determine how they provide medical services to a greater percentage of 
their populations at costs that are much lower than those in this country. From this 
study Congress could formulate a plan that incorporates the best aspects of our 
system and those of the countries that were studied. This could result in an expan- 
sion of the employer based system. 

As far as long term care for the chronically ill is concerned, we do not believe 
that a new social program of this magnitude should be implemented, if at all, until 
the current medical care cost crisis is addressed. It is true that the current Medicaid 
system does not adequately address the needs of the chronically ill, but the addition 
of Miother major public program with such high costs should not be undertaken 
with the current budget deficits. Since long term chronic care is in most respects 
associated with the aging process, the current retirement system, including social 
security could address part of the problem. Somehow we must encourage individuals 
to save and invest more of their income m order to be financially independent in 
their later years. Perhaps better education coupled with medical Individual Retire- 
ment Accounts should be considered along with pension rules that encouraee em- 
ployer participation. ^ 

In conclusion, BellSouth believes that mandatory employer medical insurance 
without cost control reform will lead to far greater socioeconomic problems- namelv 
increased unemployment due to increased employer-provided medical costs which 
would result in higher overall labor costs. The health care access dUemma wiU not 
be resolved untU this country reduces its health care expenditures. Unless medical 
delivery costs can be reduced, it would be ill-advised to adopt an expensive social 
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program for the chronically ill. It is time for us to rationally determine what por- 
tion of this nation's resources will be directed to the provision of health care. All 
socied programs are popular with those who benefit. The real questions are how 
much can we afford and which programs provide the greatest benefit at the lowest 
cost. BellSouth will be pleased to work with you and your staffs in the formation of 
public policy regarding health care reform. 

Prepared Statement of Lawrence Smedley 

Mr. Chairman, members of the Committee, my name is Lawrence Smedley. I am 
the Executive Director of the National Council of Senior Citizens (NCSC). NCSC rep- 
resents over 5 million older Americans nationwide through our 5,000 affiliated 
clubs. The National Council was founded in 1961 to advocate for the passage of Med- 
icare. Alter achieving this goal, the Council turned to other advocacy issues, includ- 
ing Nationcd Health Care, Social Security issues, housing and employment programs 
for the low-income elderly. NCSC also word closely with other organizations to 
ensure that the policy needs of other age groups are not ignored. 

Mr. Chairman, everyone in this room today agrees that the unique American ap- 
proach to providing health care services is in need of reform. Even the American 
Medical Association, once the staunchest supporter of the status quo, has developed 
its own reform proposal, called Health Access America. The system is in disarray. 
There can be no doubt that the costs being borne by consumers, industry and gov- 
ernment are breaking our back. 

Since 1980, national spending for health care services has almost tripled — from 
$240 billion to over $650 billion a year. Of that, consumers are pajdng one-fourth 
out of their own pockets. 

Health care costs are out of control and we are all feeling the pinch. Yet we stand 
to lose the battle before a "shot is fired. The costs so astronomical, the problem so 
large that we risk becoming overwhelmed by the problem — too "numbed" by the 
numbers to seek a solution. Already the word "crisis," when used to describe the 
health care system, is a cliche. 

Everyone here is familiar with the figures used to show that a crisis exists. Over 
50 million AmericEms are either uninsured or under insured. All too often, when 
someone with insurance contracts a catastrophic illness, the insurance compemy will 
pay for the initial operation, but then cancel the policy. Workers are seeing more 
and more of their paychecks going to pay for health care. The elderly are seeing 
their out-of-pocket payments skyrocket. In fact, seniors are paying a higher percent- 
age of their total income for health care than they did before the passage of Medi- 
care. Still, the Administration keeps returning to Congress year after year, asking 
for greater cuts in this life sustaining program, even after appljfing the most Draco- 
nian cuts the program has ever seen. 

American industrial giants in the auto, steel, and communications mdustry are 
waking up to the impact of rising health care costs on their bottom line. Yet, for all 
our awareness of the growing dimension of the problem, our solutions have been so 
limited in scope they do little more than put "band-aids" over hemorrhaging 

wounds. 1. lii. 

The evidence is unassailable— piecemeal reform does not work. Our health care 
system is like a balloon, squeeze in one place and it vdll expand some place else. We 
pass a hospital prospective reimbursement program and physician costs go tlu'ough 
the roof. Congress approved physician payment reform legislation and already the 
pressure is on to modify it before we can judge how well it will work. Every day, 
laboratories perform 40 million tests— enough to provide every American with one 
test every six days. Doctors can "game" the system with the best of theni. 

Even more disturbing is our high rate of infant mortality. The United States has 
the highest per capita health care expenditures in the world but we are not getting 
our moneys worth. In any study, we consistently fall beneath all other industrial- 
ized nations. This decay is even more prevalent for non-whites. A black baby born in 
Detroit has a smaller chance of surviving its first year than a baby born m Costa 
Rica. Americans should be morally outraged, ashamed, and angry about this, and 
they are. In Canada, 98 percent of women receive prenatal care. Only 75 percent ot 
American women ever do. This also drives up our medical inflation Premature and 
sick babies cost thousands of dollars a day. Yet many of these babies problems 
could have been prevented with adequate prenatal care. All while 300,000 hospital 

''^Otherlndustriali^d nations have higher life expectancies and lower inf^t mor- 
tality rates, even as they spend less money on a per-capita basis. Some point out 
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that when only the over 65 population is examined, Americans have the highest life 
expectancy. This proves our point. Once someone turns 65 they become beneficianes 
of the largest health care program in the nation— Medicare. Regardless of any other 
concerns, if you are fortunate enough to live to be 65, your health care needs will be 
met But Medicare provides very few preventive care benefits and older citizens 
tend to be sicker than their younger counterparts which could be one reason that 
Americans spend about $2,400 a year for health care, while Europeans spend only 

about $1,200. ^ . « ■ *i, ic 

Other countries are able to contain health care costs and are not suttermg the 1& 
to 20 percent medical inflation a year like the United States. Also, m the Umted 
States 23 percent of our health costs go to administration, in Canada, 13 percent. 
American hospital administrators are increasing at a rate four times faster than 
physicians. Mr. Chairman, if all we did was to lower our administrative costs to 13 
percent, we would save, as a nation, about $50 billion a year— enough money to pro- 
vide health insurance for every American currently without it. 

The National Council of Senior Citizens and its members are convinced that fun- 
damental, systemic reform of the way we provide health care in the United States is 
essential and that we must begin the process now. We must burst the health care 
balloon and put in its place a more equitable, more efficient and more affordable 
national health care program. As you have no doubt heard many times, the United 
States alone with South Africa, is the only nation that has not adopted some form of 
national health program. Yet, such a program can ensure that all Americans have 
access to quality, affordable health care. What are we waiting for? 

Developing a national program even makes sense economically. If we had adopted 
strong cost-containment measures, as did our Canadian neighbors, in the 1970's and 
kept our health expenditures at 8 percent of G.N.P we would currently have an ad- 
ditional 4 percent of G.N.P at our disposal to do with as we wished. This wealth 
could have been used to increase health benefits to all our citizens, provide greater 
funding for education, infrastructure improvements, or deficit reduction. 

Polls show that 67 percent of Americans favor the Canadian model for a National 
Health Care System. This model, while not perfect, is extremely popular among Ca- 
nadian citizens — only three percent said they would return to a U.S.-style system; 
89 percent of Americans say our health care system needs fundamental change or 
complete rebuilding. 

Many critics of a proposed American national health care system raise the specter 
of "rationing". Yet, we in the U.S ration care as much, if not more so, than they do 
in Canada. Theirs is a rationing system based on need, ours is one based on wealth. 
E>ven for those lucky enough to be covered by one of the nation's 1,500 health insur- 
ance progr£uns, health care is rationed — with large, profit-minded companies decid- 
ing what care is to be provided and what care people can do without. Even if cover- 
age is provided, msmy companies still require patients to pay a great deal of costs 
out of their own pockets. 

In Canada, everyone is given health care regardless of his or her ability to pay. 
Costs are kept down by the national government controlling how much doctors can 
charge and hospitals can spend. Standards are kept high by the Federal Ministry of 
Health and local governments which oversee day-to-day operations. Plus, patients 
are still free to choose their physicians, and doctors are privately employed. And 
Canadian physicians are still well-paid, earning five times what an industrial 
worker makes. 

One argument often levelled against the Canadian system is that it limits access 
to exotic medicine and non-emergency surgery. Let's face it: high-tech medicine is 
expensive. Yet, in the United States, hospitals and clinics routinely buy CT scan- 
ners, MRIs and other extremely expensive equipment. Such equipment is either 
under utilized or used unnecessarily (i.e., using an MRI scan for a broken bone). 
These unnecessary costs then continue to fuel the fires of medical inflation. 

The Swedes have solved the exotic technology problem without undue hardship by 
establishing six high-tech regional centers (one center for about every million and a 
quarter people). Problems that cannot be handled at a local level are referred to 
these centers. Indeed, this is how some planing problems are handled in the U.S. 
with some facilities concentrating on bum victims, others on heart attacks, cancer, 
or stroke for example. Clearly, we should examine all of our options before choosing 
what is right for us. But I do not, and cannot, believe that we cannot solve this 
problem. 

Mr. Chairman, you and other members of the Committee may have wondered 
why the National Council and its members are so passionately committed to seeing 
the creation of a national health care system when elderly Americans already, in 
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essence, have one. The answer is quite simple. From our experience with Medicare 
we have learned a very painful lesson: piecemeal reform does not work. 

Older Americans would also like to see the creation of a long-term care program 
and we feel this can only take place under the umbrella of a national health plan. 

NCSC wants universal health care for our grandmothers and grandfathers who 
may need to enter a nursing home. We want it for our fathers and mothers strug- 
gling through a devastating illness. We want it for our disabled brothers and sisters 
who need long-term care in the home. We want it for our sons and daughters so 
they will not have to worry about the high cost of health insurance as they move 
away from home for the first time. And most of all, Mr. Chairman, we want it for 
our grandsons £ind granddaughters. We want them born healthy so they can live the 
lives their parents and grandparents envision for them. 

Mr. Chairman, the inevitable force of change is coming. Congress and Congres- 
sional Commissions have been studying this issue for years now. Hearings have 
been held here in Washington and across this great country. Thousands of our mem- 
bers have attended these hearings in order to lead the fight for national health care. 
Just as the campedgn for Medicare began after a long period of neglect for the 
health of our people, the time for America to enact a universal, comprehensive na- 
tional health care program may be in sight. At NCSC's 20th Constitutional Conven- 
tion last July our membership adopted the following nine-point program in order to 
establish a basic set of principles for developing national health care legislation. We 
offer these principles to the Committee and to Congress. We urge you to consider 
them carefully as you move forward in the creation of legislation. 

UNIVERSAL ACCESS 

Under the program, every American will be covered, regardless of ability to pay. 
Basic health protection must be considered a right and the program must clearly 
establish this principle. 

COMPREHENSIVE BENEFITS 

In addition to protection for hospitalization and physician services, the program 
must cover all medically necessary health and preventive services, long-term insti- 
tutional and home heeilth care, and other essential health services. 

FINANCING 

Any system of financing a new national health care program must be broad-based 
and progressive, based upon our nation's traditional approach to financing social in- 
surance programs. 

COST-SHARING 

eost-sharing requirements on beneficiaries must not create economic barriers to 
receiving adequate health care. Deductibles and co-payments penalize the sick and 
therefore should not be relied upon as sources of financial support for the program. 
All physicians would be required to accept assignment and would not be allowed to 
pass along additional fees to beneficiaries. 
Quality Assurance . „ ,. , ... ^ 

Standards would be established to govern patient care m all medical settmgs. In- 
dependent oversight of the medical profession and peer-review organizations would 
monitor the quality of all medical care. Physicians, nurses and other health care 
professionals who have demonstrated a commitment to providing the highest qual- 
ity care should be recognized and rewarded. 

COST-CONTAINMENT 

A system of budgeting for all health care services would be established and ad- 
hered to in determining payment policies to service providers. Prospective hospital 
budgeting and a national physicians' fee schedule coupled with expenditure targets 
and negotiated on an annual basis will act to control health care costs. 



122 

HEALTH PLANNING 

Resources for capital expenditures on new construction and rehabilitation of exist- 
ing facilities would be allocated on the basis of local, State and regional needs for 
additional health care services. This will ensure that the health care needs of all 
our citizens will be considered in determining spending patterns for the new tech- 
nologies and services. 

patients' rights 

Patients must be treated in a timely manner and with compassion and decency 
and a patient-grievance procedure must be established. The burden of seeking reim- 
bursement for services rendered should fall on the health provider and not the pa- 
tient. 

PROGRAM ADMINISTRATION 

The national health program will be administered in such a way as to assure a 
strong role for the Federal Government smd the States. In addition, health care con- 
sumers must have the right to participate in the administrative and policy-making 
decisions at all levels of government. 

National health care is needed now. The time is right. A large majority of Ameri- 
cans support such a program. Polls show that a majority of physicians actuaUy sup- 
port national health care and corporate America is demonstrating increasing sup- 
port. This country should not allow another child to die because the parents do not 
have the money to buy insurance, another pregnant women should not be turned 
away from an emergency room because that hospital does not accept Medicaid pa- 
tients. Another senior citizen must not be forced to impoverish herself or himself 
because of a need for constant care. And most of all, Mr. Chairman, sick people 
should not have to wait until they are forced into an emergency room to receive the 
care they need. Preventive care saves lives and money. As you have all seen back in 
your home States, the political will exists outside of Washington to establish a na- 
tional health care program. How long do we have to wait for it? 

The Chairman. The committee stands in recess. 
[Whereupon, at 11:35 a.m., the committee was adjourned.] 
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